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DRAFT 

DEC 1 1 1985 


Honorable Thomas P. O'Neill, Jr. 

Speaker of the House of Representatives 
Washington, D.C. 20515 

Dear Mr. Speaker: 

I am pleased to submit the first annual report on the Impact of offsets in 
defense-related exports as required by Section 309 of the Defense Production Act 
Amendments of 1984. It consists of assessments of the impact of offsets in 
defense-related exports on the defense preparedness, industrial competitiveness, 
employment, and international trade position of the United States and provides 
other information as required by the statute. 

This report was prepared by an interagency committee. As anticipated by 
the Conference Report accompanying the bill, the Office of Management and Budget 
(0MB) coordinated the work of this group. The President delegated the reporting 
responsibility under this section to the Director, Office of Management and 
Budget in Executive Order 12521. 

This report is based, in part, on data submitted by 139 United States 
companies whose cooperation is greatly appreciated. The International Trade 
Commission collected this information on behalf of the interagency committee. 

The core assessments are primarily the work of the Departments of Defense, 
Commerce, and Labor, as shown in the Table of Contents. These departments and 
nine other Executive Branch agencies collaborated on the remainder of the text. 

Sincerely yours. 


James C. Miller III 
Di rector 
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DRAFT 

DEC 1 1 1985 • 


Executive Summary 


This report on the impact of offsets in defense- related exports was prepared in 
response to the requirement in Section 309 of the Defense Production Act 
Amendments of 1984 (P.L. 98-265). Section 309 states: 

"Not later than 18 months after the date of the enactment of the Defense 
Production Act Amendments of 1984, and annually thereafter, the President 
shall submit ... a report on the impact of offsets on the defense 
preparedness, industrial competitiveness, employment, and trade of the 
United States, Such report also shall include a discussion of bilateral 
and multilateral negotiations on offsets in international procurement and 
provide information on the types, terms, and magnitude of the offsets." 

The effort to prepare an appropriate response to Section 309 began almost 
inined lately after the DPA Amendments of 1984 were approved. After discussions 
within the Interagency Group on International Economic Policy, a separate staff 
level committee, chaired by 0MB, was formed. This approach was anticipated by 
the Conference Report: 

"Since there is no clear lead agency in the Executive Branch on the subject 
of offsets, it is anticipated that the Office of Management and Budget will 
coordinate the efforts of the Executive Branch ... in producing such 
reports." 

Members of the working group represent the Departments of State, Treasury, 
-Defense, Commerce, and Labor; the Federal Emergency Management Agency (FEMA); 
the Arms Control and Disarmament Agency (ACDA); the Central Intelligence Agency 
(CIA); the United States Trade Representative (USTR); and the National Security 
Council (NSC) staff. They meet under the unofficial title of Coordinating 
Coninittee on DPA 309 Reports. The Council of Economic Advisers (CEA) assisted 
by reviewing the draft report. 

The following definition of offsets was adopted for this report. 

"Offsets include a range of industrial and commercial compensation 
practices required as a condition of purchase of military-related exports 
(i.e., either Foreign Military Sales (FMS) or commercial sales of defense 
articles and defense services, as defined by the Arms Export Control Act 
(AECA) and the International Traffic in Arms Regulations (ITAR)." 

The various types of offsets are: coproduction, licensed production, 
subcontractor pr(^uction, overseas investment, technology transfer, and 
countertrade (which includes barter, counter-purchase, or buy-back). Offsets in 
defense-related exports are frequently divided into direct and indirect classes. 
Direct offsets are contractual arrangements that involve goods and services 
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addressed in the sales agreement for military exports. Included among direct 
offsets are coproduction, licensed production, subcontractor production, 
overseas investment, and technology transfer. Indirect offsets are contractual 
arrangements that involve goods and services unrelated to the exports referenced 
in the sales agreement. Some forms of foreign investment, technology transfer 
and countertrade are included among indirect offsets. ’ 

A database for this report was developed from responses to a questionnaire sent 
to U.S. industry. The list of questions, which was developed by the 
Coordinating Committee on DPA 309 Reports after extensive consultation with 
industry groups and formal public comment, was sent to 212 U.S. corporate 
entities including subsidiaries and subcontractors. The database covers five 
calendar years 1980-1984, and consists of four major elements: narrative 
responses to selected questions, sales information concerning the respondents, 
information on sales with offset obligations of over $2 million, and summary 
information on offsets of $2 million or less. For those offset obligations 
greater than $2 million, the database includes a breakdown of offset contracts 
executed during the reporting period. 

The database reveals some interesting facts about the types, terms, and 
magnitude of offsets. For the defense- related exports covered by this database, 
offsets totalled $12 billion and sales totalled $22 billion. In the period 
1980-1984, about $2.4 billion, or about 20 percent, of the offset obligations 
were implemented. Nearly 90 percent of the respondents to the survey stated 
that offsets were a necessary condition for the sale. Most of the offset 
obligations occurred in three product areas, namely aircraft, engines, and 
electronics* Most of the sales and related offset obligations were with either 
NATO countries or other countries with whom the U.S. has special defense 
security arrangements. Finally, the overall magnitude of offset obligations 
does not appear large in the context of either total exports by the companies 
reporting or in the context of the value of total military production by these 
companies. 

Some U.S. foreign policy goals are traditionally pursued through arms transfer 
policy. Offsets can affect the nature of the arms transfer tool. Foreign 
policy objectives which are traditionally pursued with arms transfers include: 

0 deterring aggression by enhancing the preparedness of allies and friends; 

0 increasing the ability of the U.S. to project power; 

0 supporting interoperability with the forces of friends and allies; 

0 enhancing U.S. defense production capacity and efficiency; and 

0 strengthening collective security arrangements. 
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The U.S. Government does not normally enter directly into offset agreements, and 
consequently there is little immediate effect of offsets on Government 
procurement. 

World macroeconomic conditions make it difficult to Isolate and measure the 
precise impacts of offsets on U.S. trade, employment, competitiveness, and 
defense preparedness. The size of defense- related offsets relative to the U.S. 
economy and relative to various sectors of the economy must be taken into 
consideration in any analysis of offsets. In this regard, the importance of 
defense-related offsets depends upon the frame of reference. The average annual 
value of defense- related offset obligations between 1980 and 1984 ($2.4 billion) 
is trivial relative to U.S. GNP ($3,125 billion), total U.S. exports ($217 
billion), or exports of manufactured goods ($143 billion). 

The workings of the international arms trade market are governed more by the 
objectives and policies of purchasing and selling governments than by 
traditionally defined market influences. This unique situation highlights the 
difficulties associated with trying to analyze international arms trade from a 
traditional “market economics" orientation. For this reason, the international 
arms market may be more accurately characterized as an arena of managed trade, 
than as a true market in which economic influences are the primary determinants 
of the terms a seller must offer to remain competitive. 

Part II of this report consists of assessments of the effects of offsets in 
defense-related exports on the defense preparedness, industrial competitiveness, 
employment, and international trade position of the United States. These 
assessments are based in part on data collected from U.S. corporations 
concerning offset obligations incurred during the period 1980 through 1984. The 
general findings of these assessments are: 

0 Defense-related industries are characterized by a small number of 
government buyers who exert a disproportionate influence on the 
institutionalized market for defense products. Due to the "buyers '-market" 
situation, producers may have no choice but to accept the offsets 
requirements when demanded in order to obtain sales contracts. 

Consequently, policy alternatives typically used for industries that are 
closer to perfect competition may not be applicable to this case. 

0 Government-mandated offsets may introduce inefficiencies since the most 
efficient producer may not be the one to win a given contract. Rather, the 
producer who offers the best offset package may win the foreign business, 
despite the producer's efficiency or the appropriateness of its weapon 
system. 

0 Inefficiencies caused by offsets may also be passed to producer levels 
below prime contractors (i.e., to subcontractors) and could result in a 
multiplied effect. 
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0 Offsets apply two opposing forces to short-run production costs' (and hence 
weapon systems prices): (1) costs may be lowered by the increased size of 
production runs due to increased sales (assuming economies of scale exist); 
and (2) costs may be increased due to the expenses of countertrade 
commodity liquidation, foreign research and development investments, and 
higher foreign subcontracting prices. 

0 Long-run production costs are faced with opposing forces: (1) costs may be 
lowered by an increased number of producers both here and abroad 
(particularly in the case of rationalization, standardization, and 
interoperability (RSI) goals among NATO members) ; and (2) costs may 
increase if the amount and complexity of offsets demanded by purchasing 
nations increase over time. 

0 Offsets can be an effective foreign policy tool for both producing and 
purchasing nations. Consequently, the topic is both economically and 
politically sensitive. 

The specific findings resulting from the four assessments are: 

Concerning the impact of offsets on U.S. defense preparedness: 

0 In a majority of circumstances, offsets had either positive or no impact on 
the productivity of defense-related industries. 

0 Insofar as capacity utilization rates affect investment decisions, offsets 
appear to have had very little impact. 

0 Available evidence suggests that the profitability, and hence the strength, 
of defense-related industries has not been damaged by offsets. 

0 Available evidence suggests that no serious capacity problems are present. 
Surge difficulties that do exist can be traced to a number of causes, but 
generally not to offsets. 

0 Evaluation of the impact of offsets on subcontractors is difficult because 
data regarding both the negative effects (business lost due to offsets) and 
the positive effects (business which would have been lost had the offset 
not been offered to close the deal) are generally not known to the 
subcontractors. 

Concerning the impact of offsets on U.S. industrial competitiveness: 

0 American defense base industries are often obligated to offer offsets in 
order to participate in and remain competitive in the international 
marketplace. 
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0 Offsets are a factor in the competition for international defense sales, 
and are being used by foreign purchasing governments as a trade management 
tool for the purposes of preservation of foreign exchange, the targeted 
development of selected industrial sectors, and the enhancement of the 
capability of domestic industries through technology transfer. 

0 Offsets are increasing foreign competition, particularly at the 

subcontractor level. However, without offsets, U.S. industry faces the 
prospect of losing business. 

o While offset- related sales of defense systems contribute to the marginal 
income of defense firms, the health of the industry depends primarily upon 
U.S. Government purchases. 

Concerning the impact of offsets on U.S. employment: 

0 The employment effects of the sales exceed by far the adverse effects of 
offsets. Even when one considers the upper-bound estimates, the study 
finds that the positive effects of sales exceed the adverse effects of 
offsets by about 62,000 job opportunities. 

0 The effects of both sales and offsets are felt principally in the aerospace 
and avionics industries, industries that are fairly healthy by most 
standards. 

0 The above-named industries aside, the effects of offsets while widespread 
are small relative to total employment in any individual industry. This 
conclusion holds notwithstanding the fact that the study included under 
adverse effects offset arrangements that cannot realistically reduce 
domestic production and employment. 

Concerning the impact of offsets on the U.S. trade position: 

0 The effects of military trade on the U.S. economy as a whole are likely to 
be close to zero, because any imbalances in such trade are likely to be 
counterbalanced by capital flows that effect both interest rates and 
exchange rates, thereby generating changes in domestic production and flows 
of goods and services. 

0 Under partial equilibrium analysis, the effect of sales and offsets is a 
net positive effect on the U.S. trade position in each of the five years 
covered by the DPA 309 survey. 

0 Under general equilibrium analysis, the U.S. trade balance is unaffected by 
defense- related offsets. 
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I. INTRODUCTION TO THE REPORT 


Part I consists of a brief review of the legislation and a description of the 
Executive Branch process leading to this report, a list of definitions, a short 
history of the phenomenon and the Government's interest in it, an explanation of 
current United States policy, and a discussion of the foreign policy context and 
economic setting surrounding the issue. These sections provide the background 
for the analyses and other data required by the statute and the Conference 
Report accompanying the bill presented in Parts II and III. 

A. The Legislation 

Section 309 of the Defense Production Act (DPA) Amendments of 1984 (P.L. 98-265) 
approved April 17, 1984, reads: 

"Not later than 18 months after the date of the enactment of the Defense 
Production Act Amendments of 1984, and annually thereafter, the President 
shall submit ... a report on the impact of offsets on the defense 
preparedness. Industrial competitiveness, employment, and trade of the 
United States. Such report also shall include a discussion of bilateral 
and multilateral negotiations on offsets in international procurement and 
provide information on the types, terms, and magnitude of the offsets." 

The Conference Report on the DPA Amendments of 1984 (House Report 98-651) dated 
April 5, 1984, adds an additional requirement: 

"The conferees intend that information provided on the types, terms, and 
magnitude of the offsets in each report shall include the number of 
relevant offset agreements required by contracts, the total dollar amount 
of value of offsets required by such contracts, a breakdown of offsets by 
category of defense material or defense services involved in such 
contracts, and a breakdown of such offsets by recipient countries. 

"In addition, each report shall contain a summary of relevant Memoranda of 
Understanding between the United States and foreign countries which provide 
the official framework within which foreign offset commitments incurred' in 
private sales can be fulfilled. Copies of actual Memoranda of 
Understanding involving such offsets shall be made available to the House 
and Senate Banking Committees upon request, after each report has been 
submitted by the President." 
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Since Section 309 was approved on April 17, 1984, two hearings have been 
conducted by the Subcommittee on Economic Stabilization of the House Committee 
on Banking, Finance, and Urban Affairs. The first, on May 22, 1984, included 
testimony by officials from the Office of the U.S. Trade Representative (USTR), 
the Departm^ent of Treasury, and the Department of Cotranerce. A second hearing on 
July 24, 1985, involved witnesses from the Departments of Defense and Commerce 
and the private sector. In addition, the Subcommittee on Oversight and 
Investigations of the House Committee on Energy and Commerce conducted a hearing 
on October 10, 1985, on offsets associated with foreign aircraft sales which 
included testimony by the International Trade Commission (ITC), the General 
Accounting Office (GAO), and the Departments of Commerce, Labor, and Defense. 

B, Executive Branch Process 

The effort to prepare an appropriate response to Section 309 began almost 
immediately after the DPA Amendments of 1984 were approved. After discussions 
within the Interagency Group on International Economic Policy, a separate staff 
level committee, chaired by 0MB, was formed. This approach was anticipated by 
the Conference Report: 

"Since there is no clear lead agency in the Executive Branch on the subject 
of offsets, it is anticipated that the Office of Management and Budget will 
coordinate the efforts of the Executive Branch ... in producing such 
reports." 

Members of the working group represent the Departments of State, Treasury, 
Defense, Commerce, and Labor, the Federal Emergency Management Agency (FEMA), 
the Arms Control and Disarmament Agency (ACDA), the Central Intelligence Agency 
(CIA), the USTR, and the National Security Council (NSC) staffs. They meet 
under the unofficial title of Coordinating Committee on DPA 309 Reports. 

In addition to designing the report format and assigning writing 
responsibilities, the Coordinating Committee decided that a mandatory survey of 
U.S. corporations was necessary for the development of a database on offsets in 
defense- related exports. Consequently, the Coordinating Committee developed the 
data collection instrument, arranged for the questionnaire to be sent to 
industry by the ITC, and devised a scheme for processing the data that was 
sensitive to the business confidentiality of this information. The Coordinating 
Committee also undertook extensive discussions with individuals and groups 
representing the: 

0 Aerospace Industries Association (AIA). 

0 American League for Exports and Security Assistance (ALESA). 

0 Defense Industry Offset Association (DIOA). 
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0 Defense Policy Advisory Committee on Trade (DPACT). 

° (ISAC^lK Commerce Industry Sector Advisory Committee on Aerospace 

° and' ^Jd’e'rlJnLsIc)?' Trade Negotiations 

0 Electronics Industry Association (EIA), 

su"b? 2 :ll?tt°e^ f!: 5 t““uatT;Se'u^"?I?,:r* “> OT the House 

Committee did not participate in thP * group, the Coordinating 

subject of offsets! which aJe summaruH ‘rpl^rni ^f'lhu »" ‘•'e 

t”tr'5:jIJ?m'lnn'5'aS:;c'i:;:'’'*- rX1ent;?n:rof 

:5:n'ji2r;;i^:"?„;::?S’^yiL?:u,e' iz; sirs?'3:si 

Shall , to'thre*teTp7o;idI3'bJ'ffw 'p'ro*Jtd'3"3l 

futtr:?? " '-®'"®cessaryTfirthr3?l3c'ti;3 p“;rr3a'nre‘3f%tse 

Since the ITC was conducting a study very similar in tprmc 
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Notice of a proposed combined questionnaire was published in the Federal 
Register on December 4, 1984. After taking into account extensive comments by 
industry groups, a final questionnaire was mailed to U.S. companies on 
February 11, 1985, with responses due by the end of March. On April 12, 1985, 

0MB provided ITC with a computer format for tabulating the data for transmission 
to 0MB. The purpose was to develop a database for use by those members of the 
Coordinating Committee charged with producing sections of this report. 

At this juncture, a dispute developed as to the type of data ITC was to furnish 
0MB under the November arrangement. After lengthy negotiations, this issue was 
resolved after a formal demand was sent to the ITC on June p, 1985. 

Consequently, on July 22, 1985, the ITC forwarded the agreed elements of the 

database in the specified format. 

On October 3, 1985, the decision was made to delay submission of this ^|[St 
report beyond the statutory date. This action resulted primarily from the time 
lapse between receipt of the data from industry and its release by the ITC. 

Most of the analysis and writing for this report was accOTplished in 
August-November, 1985. During December, the draft of this 
reviewed and approved by senior Administration officials. The Coordinating 
Committee will be meeting soon to develqp an approach to the next annual report 
which is due in October 1986. 

C. Definitions 

Since the offset phenomenon is a relatively new subject, there been little 
research or literature and no agreed definitions on the topic. This difficulty 
was clearly outlined by Stephanie G. Neuman of Columbia University in an essay 
JS^otored by ACDA which appeared In 1986 edition of world Military Expenditures 

and Arms Transfers . 

"Essentially, offsets in arms trade are arrangements which use some method 
of reducing the amount of currency needed to buy a military item or some 
means of creating revenue to help pay for it. ...Offsets often 
reverse trade flow, under which the buyer s cost for a military purchase is 
at least partially compensated by the seller's acceptance of the buyer s 
products in return. The literature on such trade arrangements uses 
•offset.' 'barter.' 'buy-back,' 'counterpurchase,' 'countertrade, and 
•compensation,' among other terms, often interchangeably, to the confusion 
and consternation of those who wish to understand the process. 

In consultation with industry, the following definitions were developed for this 
report: 

0 Offsets A range of industrial and commercial compensation practices 

required as a condition of purchase of military related exporp, i.e*. 
either Foreign Military Sales (FMS) or commercial sales of defense articles 
and defense services, as defined by the Arms Export Control Act (AECA) and 
the International Traffic in Arms Regulations (ITAR). The various types of 
offsets are defined as follows: 
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• Coproduction — Overseas production based upon 
government-to-government agreement that permits a foreian 

9ov?r™e«-tV“go;;St" ci.oi! 'jfexcUs Sensed 

0''®''seas production of a U.S. -origin defense 
“P®" transfer of technical information undir direct 

*'«' • fo«tg„ 

|u,bcofitractor production - Overseas production of a part or component 
of a U.S.-origin defense article. The subcontract doS not 

diJKrcaliIeJJiai''a of technical information and is usually a 

foreign ^he U.S. manufacturer and a 

^ver seas investment — Investment arising from the offset aareement 
wKing tne form of capital invested to eltablishVexpInd a * 
subsidiary or joint venture in the foreign country" ^ 

"* Transfer of technology that occurs as a result 
Of an offset agreement and that may take the form of* research and 

«!>'■<««: tdchdicdl assistance p/ovIdirEo th^ 
**"*“'■9 of overseas Investment; or other 
activities under direct commercial arrangement between the ii ^ 
manufacturer and a foreign entity. oeeween the U.S. 

^untertrade — In addition to the types of offsets defined above 

A*contract^mL°incfIlrie^^^^^ countertrade arrangements may be required. 

A contract may include one or more of the following mechanisms: 

" a single 

contract that specifies the exchange of selected goods or 
services for another of equivalent value. ^ 

” "■ J" by the initial exporter to buy 

(or to find a buyer for) a specific value of goods (often stated 

''®’®® °''^* 9 inal Export from the 

original importer during a specified time period. 

“■ g^Pens®tion (or buy-back) - An agreement by the original • 

as full or partial repayment products derived 
from the original exported product. aenvea 
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Countertrade may also arise, indirectly, through other mechanisms such as 
blocked currency, which is a foreign government action that prohibits hard 
currency payments to foreign companies. 

Offsets in defense- related exports are frequently divided into direct and 
indirect classes. 

0 Direct offsets — Contractual arrangements that involve goods and services 
addressed in the sales agreement for military exports. Included among 
direct offsets are coproduction, licensed production, subcontractor 
production, overseas investment, and technology transfer. 

0 Indirect offsets — Contractual arrangements that involve goods and 

services unrelated to the exports referenced in the sales agreement. Some 
forms of foreign investment, technology transfer, and countertrade are 
included among indirect offsets. 

0. A Short History 

Although the concepts which underlie offset agreements are as old as barter 
itself, actual production of U.S. weapon systems in foreign countries began in 
Europe and Japan in the 1950's. Coproduction of U.S. equipment began with the 
T-33 aircraft in Japan in the 1950' s and the F-86 aircraft later in that decade. 
In the years that followed, an increasing number of significant coproduction 
programs were undertaken within the North Atlantic Treaty Organization (NATO) as 
well as with Japan, Korea, and Taiwan. The largest program, the purchase of the 
F-16 by Norway, Denmark, Belgium, and the Netherlands for $2.8 billion (in 1975 
dollars), involved these countries in the production of 10 percent of the value 
of the initial U.S. Air Force purchase of 650 aircraft, 15 percent of the value 
of all third country F-16 purchases from the United States, and 40 percent of 
the value of their own purchases from the U.S. Buyers were guaranteed that 
these offsets would total a minimum offset level of 58 percent of their initial 
purchase, and the U.S. Government was committed to seek a 100 percent offset by 
using third country sales of aircraft and other offset work of comparable 
technology. 

These sales benefitted both the United States and the purchasing nations through 
increased exports of U.S. systems, enhanced standardization, second-source 
establishment, modernization of allied forces, and strengthened U.S. ties to the 
buyer countries. The net effects of offsets were less clear; to the extent that 
they helped promote the sale of U.S. systems in competition with foreign 
weapons, they may have had a positive impact. But early offset arrangements 
uncovered some drawbacks, such as the difficulty purchasing nations faced in 
establishing and maintaining efficient production lines for coproduction 
contracts. Weapon systems were often tailored to U.S. operational requirements 
and perhaps biased toward the use of domestic technology. 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 

7.' 


nations to require other types of offsets from 

.nd^rr; 

">« »'"»«<< European natl™rSnd 

*? ‘>'^'"6 system requirements jointly and^rform system 
engineering while arranging for production in both the U.S. and Europe. 

?Moirm’i;,rJntaI?;n*?n 90 vernments signed a Memorandum of Understanding 

percent combined government and industry offsets on ^ 
Switzerland's purchase of 72 F-5 aircraft for $400 million. DurtrrsSiss 

addition! in large-scale coproduction of the F-5, 
additional offsets beyond coproduction were demanded. Strong pressure to 

thi^i J ^rn ^ o^.this program by the Swiss and difficulties experienced by 
the U.S. Government in administering the project led to the most imnnrtant ii c 

■‘efenle-reUtad «pir?s: The tep^& of 
decided not to obligate the U.S. Government to satisfy offset 
commitments or those for compensatory coproduction following the Swiss F-5 deal. 

Since 1978, the responsibility for negotiating and satisfying offset coimiitments 
has rested solely on the commercial firms making the sales. Military sales ' 
agreements negotiated in the last ten years havi typic^ly served U S s^uri tv 
interests. However, the number of offiet obUjatiiSs agreed Cdur ni ISif 

S'"™. * '5“’' 'o™ “ wajon S^ocSrLent 

pl?tklMtlOT wfth"th2 involving varying degrees of European 

with the U.S. in weapon systems development have been started and 
e use of licensed production and codevelopment has increased. 

suggestion of the Treasury Department 

mS one-hllf yHI^s?' “f dffset commitments was seven 
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employment, subcontractors, or technology flows, since it was felt such issues 
would be too difficult to address in a voluntary survey and would have 
discouraged response. 

Three other Government reports played a major role in raising the degree of 
consciousness about the subject of offsets in defense-related exports. These 
are an Anal ysis of Recent Trends in U.$. Countertrade (Report on Investigation 
No. 332-125), published in March 1982 by the ITC; the Report of the Department 
~of~Defeh se Task Group on International Coproduction/Industrial Participation . 
Agreements, published in August 1983; and GAO Report NSIAD-84-102 of April 13, 
1§84, entitled Trade Offsets in Foreign Military Sales . 

On October 25, 1985, the ITC released Assessment of the Effects of Barter and 
Countertrade Transactions on U.S. Industries (Report on Investigation No. 
332-185) which was prepared in part from responses to the same questionnaire 
sent to industry in connection with this report. The ITC report, which covers a 
broader range of activities and uses a different set of definitions from this 
analysis, was produced In response to the ITC's own motion of June 11, 1984. 
There are some minor differences In Interpretation of the defense- related offset 
data between the ITC paper and this report which are discussed in Part III. 

E, United States Policy 

The most important statement of U.S. policy on offsets in defense- related 
exports is a memorandum from then Deputy Secretary of Defense Charles Duncan on 
May 4, 1978. This memorandum noted the increased frequency of offset 
arrangements, designated management responsibility for evaluating and monitoring 
■such agreements within the Department of Defense, and established the following 
basic "...policy with respect to compensatory coproduction and offset agreements 
with other nations....": 

“Because of the inherent difficulties in negotiating and implementing 
compensatory coproduction and offset agreements and the economic 
inefficiencies they often entail, DOD shall not normally enter into such 
agreements. An exception will be made only when there is no feasible 
alternative to ensure the successful completion of transactions considered 
to be of significant importance to United States national security 
interests (e.g., rationalization of mutual defense arrangements)." 

The same document specifies that when compensatory agreements are necessary, 
they should: 

0 be as broad as possible to obtain maximum credit for U.S. purchases of 
defense goods and services. 

0 avoid offset targets whether stated in percentage or money terms. 
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0 be used to reduce administrative barriers to defense trade by all parties. 
° b?d"?nTln*?o“nJrS«?!''‘'”" firms concerning 

cJngJesrin'advaSce^^Srihe^efflctririhfDr^^^ notifies'the 

production within the United Statpc Thf employment and 

which is sold through a Foreign MilitarJ^Sales f 

“ ar«,. ., 

cSiSme?cL?^ContrIcts^ ^]°".°H ?? 

Fespect to offsets:'" 1985, contains the following with 

Is°a'"co'L"n?on"^o? s«5??nT«e'L?b«e!''5ffset''o?I"? P'-o.Uio., 

theTs“'e1the? “f PfMurements in I cojntrjlthll^'thir* 

finanrinn Concurrent with or subsequent to the purchase for which 

fiftwoS Of a foreign-made component required by the foreian 

srpT^d-Scij 'SH^ir?Hii‘:“;ujdV • 

Sff5etI”suS^i^dinr''’''‘^“‘"‘ resulting from mandltoJ^dlrect 

Offsets, such funding can be authorized for the U.S. content." 

Sr?1?s? c”cein^o?f?et“g?e»eSt^*^read;°!j'J" ff^ts outlined above. 

Duncan Memorandum was promulgated. U S Government^mia^Jt® 

involved in these aareementfi^ »n/i t-hnca* guarantees were sometimes 

Government policy changed The most continued to be honored after 

Swiss purchase of thr^^s' thS F-lf “P'"® 

and the Australian prograi ^McJ }nvo??ed° tSe p rJhaseVjMprandThfi""' 
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The second class of exceptions involves an outright waiver of the rules, and 
this has happened in only one case. The FMS credit guidelines pertinent to 
Israel, a separate docionent effective August 8, 1985, includes the following 
paragraph. 

“There is an exception for Israel to direct offsets related to its 
coimiercial purchases. Direct offsets are procurements of an Israeli-made 
component required by the GDI as a condition of sale for incorporation or 
installation in a U.S. -produced item being sold. In all instances the Item 
must be over 51 percent U.S. content, with final assembly in the United 
States. FMS credit funds normally cannot be used under subcontracts for 
operations and maintenance services, overhaul, translation services, ^ 
warranties, training, storage, testing, and other services of this nature." 

For the last several years, Israel has sought to require offsets in commercial 
contracts with American companies supplying goods and services that are financed 
by FMS credit appropriations. Prior to 1984, this Israeli policy was largely 
ignored by the United States Government as the dollar value was of minimal 
significance. As dollar value rose and U.S. Government cognizance of the 
problem increased, the need for a policy was recognized. 

Consequently, for fiscal year 1984, Israel was allowed to take "directed 
offsets" on up to 15 percent of the total value of Israeli purchases of items on 
a commercial basis. This decision gave the Israelis over $225 million worth of 
offset business. For 1985, Israel was allowed to take a lesser amount in 
offsets, this time expressed as a specific dollar ceiling of $200 million rather 
than a percentage of purchases. The Administration plans to reduce this program 
again for fiscal year 1986 and a further reduction for fiscal year 1987, after 
which it will be terminated. 

In the unique Israeli program, the term "directed offsets" means those 
activities that are termed Subcontractor Production in this report except for 
those items which are of Israeli origin, and are financed by grants from the FMS 
credit appropriation. Excluded from these limitations are offset requirements 
negotiated between Israel and U.S. corporations that are not financed by the 
U.S. Government. 

On July 29, 1983, the USTR-chaired Trade Policy Staff Committee (TPSC) 
established a formal set of policy guidelines on Countertrade and Barter which, 
like offsets, condition the completion of an import transaction on a separate 
purchase or exchange of goods from the importing country. While explicitly not 
applicable to military sales offsets, these guidelines are applicable to 
civilian countertrade related to government-mandated defense- related offsets 
which are not directly contributing to U.S. national security goals. 
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"U.S. Government p olicy toward the private sector 
interest of the U.S. business comiunit^ 

the U.S. Government will not oppose U S* cnmnanf*"***^ a matter of policy, 

countertrade arrangements SnlesriSchlct^S^'^c^^^^^^^ 

on national security. ^ action could have a negative impact 

Department Of C^e;?e if«??a “files"' Z '>> 

in Washington. ornces, and by U.S. Government officials 

iii. When dealing with foreign government officials »nii 
businessmen, U.S. Government offirfaic w^? I ' ^"‘^/O'^eign 

this section with reoard to hartof* a a ii draw upon the guidance set in 
practices are mandated by^goJeri^Lts? countertrade, especially when these 

that countertraded 

1?": p;slld^„1t^llt’?l^! ? » - ^ tt"?iidrAcVif'““ 

as the antidumping and colntlrlalllng « >«" 

«ntalS?ng“1;„„t“"rX‘b:rtIr'oTI"ILl°h^“’“ 

the distortions caused by these practices.'^ basis, taking account of 
M . Government policy towa r ds foreign Qovornmpni-c 

«untI?tMil: to oppose Sovernment-mandated 

J.'s. Sldl1l«“||°^l"rtla"tXI“PdIZr? countervail should examine 
Most of these goods are dispJLd of i2 ?h?Jd ‘^o^Dtertraded goods, 

but trade patterns may chanS^in ?L "’^^'^ets at present, 

countertraded gwds ^^totSfu.S. resulting in an influx of . 

iii. The U.S. Government should exercise rantinn *u ^ . 

authority, reserving it for those ^ Z barter 

offered by conventional market operations?"^ advantages not 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 

' ■ \ 

12 


iv. In the context of the trade debt link, the U.S. Government should 
explore what measures the IMF might take to discourage countertrade, and 
the U.S. Government should lend its support to these efforts. 

V. The U.S. representative to GATT should consider raising the question 
of countertrade imposed by governments in the CG-18 and pursue the 
possibility of a working group on this subject in the GATT." 

There is another special situation where the U.S. Government has established a 
policy concerning offsets in defense- related export trade. On June 14, 1985, 
the Administration proposed legislation establishing a new type of international 
procurement arrangement called a NATO Cooperative Project. This bill included a 
change to the AECA prohibiting offset demands on contracts pursuant to this new 
procurement scheme unless specified in the government- to-government agreement 
that establishes the cooperative project. The provision became law on August 8, 
1985, and become effective on October 1, 1985. Section 27(c)(3), AECA, now 
contains this limitation; 

"Such agreements shall provide that no requirements for work sharing or 
other industrial or commercial compensation in connection with such 
agreement shall be imposed by a participant that is not in accordance with 
such agreement." 

Although the number of potential offsets that will be prohibited by this section 
is estimated to be very small, the fact that the potential problem was 
recognized and that there was a concrete Government response is evidence of 
increased sensitivity to the offset issue. 

F. Foreign Policy Context 

Some U.S. foreign policy goals are traditionally pursued through arms transfer 
policy. Offsets can affect the nature of the arms transfer tool. Foreign 
policy objectives which are traditionally pursued with arms transfers include: 

0 Deter aggression by enhancing the preparedness of allies and friends — 

■ Offsets are intended to enhance the preparedness of allies by supporting 
rationalization, standardization, and interoperability (RSI) but do not 
alter significantly the extent to which this foreign policy goal is 
advanced through arms transfers. Increased preparedness will take place 
regardless of extraneous industrial or financial conditions in the 
transaction if countries continue to invest in defense preparedness. 
However, in a broader sense, inefficient offsets can have the effect of 
reducing the total resources available for enhancing preparedness. 

0 Increase the ability of the U.S. to project power — Power projection 
capabilities are enhanced through arms transfers when such transfers are 
agreed to in whole or in part as consideration for the granting of basing 
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or access rights for U.S. forces on foreign soil. Offset arrangements are 
not primary factors with regard to this objective. On a secondary level, 
however, to the extent that acceptance of offsets is a condition without 
which the transfer cannot take place, (and without which advantages 
external to the sale itself, such a base or access rights would not be 
granted), offsets can have a bearing on U.S. power projection capabilities. 

0 Support interoperability with the forces of friends and allies — The 
primary effect of offsets is negligible. To the extent that acceptance of 
offsets is a condition of sale, and that in the absence of a U.S. sale the 
customer would acquire equipment from another supplier which would not be 
interoperable with U.S. equipment, offsets can have a positive effect. 

0 Enhance U.S. defense production capacity and efficiency — To the extent 
that offsets Involve the transfer of production to foreign customers that 
would otherwise have taken place in the U.S., American production capacity 
and efficiency probably are reduced. If the sale would not have occurred 
without the inclusion of offset arrangements, then offsets support this 
objective in that they allow some U.S. defense production/export to take 
place. 

0 Strengthen collective security arrangements — Offsets can enhance _ 
collective security arrangements by making purchasing governments better 
able to defend such arrangements on grounds other than security alone. Our 
NATO partner's concern about the essentially one-way flow of defense trade 
has given rise to the concept of the two-way street. To the extent that 
offsets lead to increased defense production in other NATO countries, they 
have the same effect as U.S. purchases of foreign manufactured defense 
goods. However, many offsets are taking the form of trade or investment in 
non-defense goods, making the contribution of offsets to the improvement of 
the defense trade balance problematic. In any case, foreign government 
leaders are better able to assert that the Alliance is truly mutually 
beneficial . 

Offsets can alter the nature of arms transfers. Offsets can introduce 
rigidities and increased costs into the procurement process because they may 
prevent the supplier from obtaining needed commodities from the most 
cost-effective sources. They can cause a diversion of resources which may 
enhance military capability at the expense of efficient resource use. Viewed in 
political terms, offsets can be seen as a response to the concerns of allies 
over the arms trade imbalance. 

Information on current foreign government policies pertaining to offsets in- 
defense-related exports was gathered by a Department of Commerce survey of 26 
U.S. Foreign Commercial Service Posts during the first four months of 1985. The 
responses suggest several trends in foreign government policies: 
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0 Military offsets have increasingly become a central factor in awarding 
military contracts by foreign governments. 

0 The range and magnitude of offsets demanded by foreign governments has 
increased significantly in the last five years. 

0 The nature of military offsets demanded has increasingly tended toward 
arrangements which include targeted technology transfer (direct and 
indirect) and production/management know-how. 

0 Offset requirements also take the form of technical assistance to 
non-military industries selected for growth and development. 

0 Foreign governments have begun to codify official policies and procedures 
concerning offsets in military trade, 

G. Economic Setting 

World macroeconomic conditions make it difficult to isolate and measure the 
precise impacts of offsets on U.S. trade, employment, competitiveness, and' 
defense preparedness. “Global Competition,* The Report of the President’s 
Commission on Industrial CompetitiyenesSj -January' 1985, found -that duri^ig the 
last decade, the U.S. has become increasingly dependent on its competitiveness 
in international markets, for its continued economic growth and high standard of 
living. Approximately 20 percent of this nation's current industrial production 
is shipped to foreign markets, and almost 70 percent of goods the U.S. produces 
at home compete with foreign merchandise. U.S. imports and exports have more 
than doubled over the last ten years, and now U.S. international trade accounts 
for nearly 14 percent of GNP. 

While becoming more dependent on foreign trade, the U.S. has also experienced a 
gradual but steady erosion in its ability to compete successfully in 
international and domestic markets. For example, the U.S. trade deficit has 
increased during the past 10 years. In 1984, U.S. merchandise imports exceeded 
$340 billion, while exports were more than $220 billion. Chart I.G.l 
illustrates the significant downturn in the U.S. trade balance. 

Despite an increase in the size of the world market, the U.S. share of world 
manufacturing exports has also declined both in terms of volume and value. 

Chart I,G.2 highlights this decline over the period 1962-1982. 
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chart I.G.2 

Export Share, U.S. Share of World Manufacturing Exports 





SOURCE: Report of the President's Commission on U.S. Industrial 
Competitiveness, 1984. 
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In tenns of value, the U.S. share has remained approximately 12 percent of the 

1976-1984. Similarly, the U.S. volume^har^o^export^has 
declined from 15 percent to 12 percent of the world market. 


TABLE 1.6.1 

Free World Export Trade, 1975-1984 
(in billions of estimated current dollars) 


Year 

1965 

1970 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

SOURCE; 


Total 

Free World 

$ 166.8 
279.9 
791.2 
900.8 
1,023.5 

1.175.4 
1.492.8 

1.829.4 

1.804.1 . 

1.655.2 

1.619.4 
1,715.7 


United States 

$ 27.5 
43.2 

107.7 

115.2 

121.2 

143.7 

181.9 
220.6 
233.6 
212.2 
200.5 

217.9 


U.S. Share 
(in percent) 

16.5 

15.4 

13.6 
12.8 
11.8 
12.2 
12.2 
12.1 
12.9 

12.7 

12.4 

12.5 


Department of Commerce, International Trade Indicators, and 
Economic Report of the President, 1984. 


country groupings contained in the World Develooment ReDort. 

Bank for Reconstruction and"Deve I opment (World 
Bank), the database developed for this report indicates the percentaae of the 

^pJren?^ 7 ?’"® developed countries during the 1980-1984 per?od to be 67 

?ountr?es J?f Itf Jawf offsets obi igations werr^lJh thesi 
countries. Offsets have been increasingly used by these countries to serwo 
economic and political purposes. countries to serve 

The size of defense- related offsets relative to the U.S. economy and relative to 
of^offsets^^°f^ economy must be taken into consideration in any analysis 

this regard, the importance of defense- related offsets depends 
upon the frame of reference. The average annual value of defense-related^offset 

I$3^125^bill?oJ^^^tftJ^?^ii*c^ billion) is trivial relative to U.S< GNP 
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The importance of offsets to some high-technology sectors of the econcmiy is more 
significant. The value of high-technology offset obligations under two 
definitions of high-technology industries is presented in Table I.G.4 together 
with exports and production in the corresponding categories. The narrow 
definition used below is the Department of Commerce "DOC 1" definition which 
includes drugs and medicine, computers and office machines, electrical 
equipment, aerospace products, and scientific, engineering, and medical 
instruments. In the narrow measure shown on Table 1.6.4, offset obligations are 
the amounts implemented or fulfilled during 1980-1984. The broader definition 
Uhe Department of Commerce “Technology Intensive" definition) includes all of 
the products in the narrow category plus all other transportation equipment, 
machinery, and chemical products. 


TABLE 1.6.2 

Average Annual Value of Defense-Related Offsets 
Relative to High-Technology Exports and Production 


($ in billions) 



Narrow Measure 

Broad Measure 

Average Offset Obligations 

» 0 • 0 • 48 

1.33 

Average U.S. Exports 

. .. 56.81 

117.20 

U.S. Production 

330.21 

730.25 

Offsets/Exports 

0.8% 

1.1% 

Offsets/Production 

... 0.1% 

0.2% 


The industries in which offsets loom largest relative to U.S. production or U.S. 
exports are aircraft industries and engines and turbines. Even in these 
industries, offsets are still fairly small. Offset obligations are less than 
two percent of shipments and less than eight percent of exports in both 
industries. 


TABLE 1.6.3 

Average Annual Value of Defense-Related Offsets Relative to 
Exports and Production of Engines and Turbines and Aerospace Industries 

($ in millions) 

Total 

Ai rcraft Engines and Turbines 


Average Offset Obligations .... 

790 

268 

Average U.S. Exports 

.. 15,675 

3,582 

U.S. Production (1982) 

.. 61,877 

13,997 

Offsets/Exports 

5.0% 

7.5% 

Offsets/Production 

.. 1.3% 

1.9% 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 


H. The Market 

manufacture weapons for export and the “sSbtl?Janean^mSket" countriS^wh* h^^^^ 

t 

more complex offset arrangements. M^ewe? Cff^JS 
governments have the potential of diverting ’bJlInSi M«“rom {1 
subcontractors and of establishing new foreign compltt^^s ov:r in; long run. 

l5'aTsSlha?«?eri5^'Jy IT^atilelJ'^Iln" “J th^“«nir[h;t it 

exert a disprojo'^folaf^ ?nff ' ^ ^ g%^ o° IS^m^^he?" ■ 

Sel^!?;HHi!rHLSS 

?nJe?2ir°"“] orientation. For JhisTSsSn^thr' 

SS:SSS.-HiE£S^^^^^ 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 

20 


The objectives of a government making an arms purchase are far more complex than 
the basic objective of procuring arms at a cost-effective price. Considerations 
of the political acceptability of arms purchases from a foreign source, the 
maintenance and development of domestic defense and commercial industries, and 
preserving foreign exchange, are often overriding, if exogenous, considerations 
in the development of weapons procurement policies of purchasing governments. 

In like fashion, the export arms sale policy of the U.S. Government is 
influenced by foreign policy/ national security considerations which often 
override economic efficiency. 

Some forms of offsets (e.g., coproduction) have become a basic component of 
achieving defense sales and of furthering national policy goals for both foreign 
and U.S. governments. This fact has several connotations for the U.S. firms 
which engage in arms sales to foreign governments which require offsets. The 
selling corporation may be faced with both discretionary and non-discretionary 
choices in completing a defense sale: it can elect not to offer offsets, which 
may result in the loss of the sale; it can elect to offer offsets and proceed 
with the bargaining, in hopes of reaching an agreement which will both meet the 
requirements of the purchasing government, and serve its own interests; or, it 
may be obligated to provide offsets as an integral part of a foreign 
policy/ national security objective. 
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II. ASSESSMENTS OF THE IMPACT OF OFFSETS 


Part II consists of assessments of the effects of offsets in defense- related 
exports on the defense preparedness, industrial competitiveness, employment, and 
international trade position of the United States* These sections are based in 
part on data collected from U.S. corporations concerning offset obligations 
incurred during the period 1980 through 1984, a summary of which appears in Part 
III of this report. 

The greatest barrier to analysis of defense- rel ated offsets is the difficulty in 
determining the alternatives to offsets. Unless we have some idea of how 
affected industries would differ in the absence of offsets, it is difficult to 
answer any question along the lines of "How much higher (or lower) would 
aerospace exports (or employment, profits, etc.) be without offsets?" 

The effect of defense-related offsets depends in part upon the extent to which 
the offset requirements are binding. In some cases, the offset agreements might 
be non-binding; they require U.S. companies to do nothing more than the U.S. 
would do in the absence of an offset agreement. An example of this might be an 
indirect offset agreement which requires that the U.S. import goods from the 
country purchasing the defense systems that it would import from the purchasing 
country or some other country even without-the" offset agreement; Offset ' 
agreements simply reallocate U.S. imports among source countries in this case. 
Offset agreements may also be nonbinding or only partially binding if the 
enforcement mechanism for the offset agreement is "best efforts." In this case, 
the U.S. company is under a moral obligation to try to fulfill the offset 
agre^ent, but is not subject to any contractual penalties should it fail to 
fulfill the agreement. In other cases, offset agreements might be completely 
binding; none of the goods and services purchased in the offset agreement would 
have been purchased in the absence of the offset agreement. 

Countries demand defense- rel ated offsets for a variety of reasons; perceived 
employment gains, changes in the industrial structure, national security, 
national prestige, domestic political, etc. In any case, countries are willing 
to spend more on foreign-designed defense goods in exchange for defense offsets. 
Conversely, if offsets were not possible, the importing countries would be 
willing to spend less on foreign-designed defense goods. This would 
unambiguously lower sales of U.S. -designed defense goods in cases where 
countries demand indirect offsets. The effect would be ambiguous in cases where 
countries demand direct defense offsets because total spending on defense goods 
would fall while the fraction of value accounted for by U.S. producers would 
rise. The market share of U.S. -designed defense products falls if offsets by 
U.S. firms are not possible. 
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The preceding discussion assumes that countries either obtain defense-related 
offset agreements from the U.S. or they reduce their foreign defense purchases. 
This neglects the alternatives of producing the defense-related goods 
domestically or purchasing the defense- related offset commodities from third 
country suppliers willing to enter into offset agreements. Both of these 
possibilities would lower the absolute level of U.S. defense exports, U.S. 
global market share in defense goods, and the global market share of 
U.S. -designed products. 

A. Defense Preparedness (Department of Defense) 

Some forms of offsets contribute to obtaining rationalization, standardization, 
and interoperability of American forces with those of its allies. Cooperative 
weapon production programs assist major alliance partners in creating a defense 
base that enables them to share in the defense of the alliance in which all are 
members. 

Most offsets occur in the NATO nations, and the impact of offsets toward 
achieving U.S. national objectives is felt to the largest extent within NATO. 

The United States has followed a policy of maintaining the capability to produce 
any weapon system it purchases overseas. Although the offset policy of 
America's allies has generally been less demanding than this, the two-way flow 
of trade stemming, in part, from offsets iias helped to butld' an liidustriaVbase 
in foreign nations which is often capable of sustaining the projection of U.S. 
power . 

These benefits must be balanced against any potential adverse economic 
consequences of offset deals and against potential domestic industrial base 
erosion arising from offsets. In the defense arena, one possible negative 
effect is a loss of subcontractor work resulting from the granting of offsets 
for overseas production. However, this potential loss must be weighed against 
the benefits of being able to sell the weapon in the first place (which might 
not have been possible without offsets) and against the alliance and other 
foreign policy objectives which offsets fulfill. 

Because of the Duncan Memorandum, the U.S. Government does not normally enter 
directly into offset agreements, and consequently there is little immediate 
effect of offsets on Government procurement. However, the general effect of 
offsets occurs in two areas. First, in the short run, weapon sales which are 
made possible because of participation in offset agreements tend to increase the 
length of production runs and, therefore, to lower unit costs. In this regard, 
a 1983 report entitled, Offset/Coproduction Requirements in Aerospace and 
Electronics Trade: Report of a Survey of Industry , the Department of the 
Treasury explained that three- fourths of survey respondents felt the sale wbuld 
have been lost if offsets had not been offered. Moreover, nearly 90 percent of 
the DPA 309 database respondents felt that offsets were a necessary condition 
for the sale. However, it is possible that they may introduce inefficiencies 
which have the opposite effect. 
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Relationship to Defense-related Industry Ir<vestment 

Table II.A.l was constructed from data in the Defense Financial and Investment 
Review (DFAIR) published by the Department of Defense in June 198^, 


TABLE II.A.l 
Capital Expenditures 
($ millions, adjusted for Inflation) 


Year 

Def ense-Rel ated 

Durable Goods 

1975 

365.3 

13,937.4 

1976 

385.4 

14,123.7 

1977 

500.2 

17,042.8 

1978 

672.1 

18,870.6 

1979 

827.3 

19,854.5 

1980 

1,111.7 

21,169.6 

1981 

1,239.9 

22,162.4 

1982 

1,444.0 

NA 

1983 

1,494.9 

NA 


Average Percentage- Increase — — 8.04% 


Including data on both defense industries and durable goods industries provides 
a basis for comparison. Rather than using total manufacturing industries data, 
the category "durable goods" industries eliminated those industries not doing 
work comparable to that performed by defense contractors in the negotiated 
contract environment. The industry groups deleted were: stone, clay and glass 
products; primary metals industries; lumber and wood products, furniture and 
fixtures; and miscellaneous manufacturing industries. Because contracts with 
the shipbuilding industry contain different financing provisions and different 
pricing/profit mechanisms, they were eliminated from the category 
"defense- related" industries. Furthermore, data collected for services 
contracts was also deleted because it cannot be compared to data for durable 
goods manufacturers. Durable goods capital expenditures data for 1982 and 1983 
were not available from the Census Bureau at the time of the DFAIR report. 

The data reveal that not only has capital investment increased, but it did so at 
a substantially faster rate in defense- related industries than in durable goods 
manufacturing. DFAIR also analyzed the degree to which firms are replacing 
their assets. It found that defense contractors are replacing older equipment 
at a much faster rate since 1980 than they did from 1975 through 1979. 
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With regard to practical non-wartime plant and eouioment canaritu ann 
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Chart 1 1. A. 2 compares profit/assets for both groups. The 10-year averaae 
returns are very similar; but again, during all recessionary periods but 

period, durable goods manufacturers experienced 
defense-related industries' return-on-assets declined 
^^ 9 ures. therefore, show that pro?UaSfl??y of 
businesses were somewhat similar to that of durable goods 

S-JgsrpeHod:'"' “ substantially be??Ir the 

versus subcontractor profits. OFAIR indicates that 
profits on DOD subcontracts are slightly less than on ODD prime wnJJaa wJrk 

Set^fHL'2^ 

industries were able to maintain their 
profitability primarily because of the increase in defense outlays and thp 

fo^eiSn militlrJ^I^i* DFAIR also concluded that profits fJom 

foreign military sales are even greater than they are on direct ODD sales Thi« 
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Relationship to Wartime (Surge) Capacity 

Approximately 50 percent of Department of Defense purchases of manufactured 
products and 70 percent of U.S. defense exports come from the aerospace sector. 
Hence, close scrutiny of aerospace industry can provide an understanding of the 
relationship of offsets to surge capacity. 

Table I I. A. 2 shows the rates of capacity utilization for both prime and 
subcontractors in aerospace industries. These capacity figures are based on a 
3x8x5 shift workweek (three eight-hour shifts per day for a five-day week). 

This type of workweek is normally used for planning high volume production 
because it permits the use of the sixth day for overflow work and the seventh 
day for maintenance, if required. The table presents these data in three ways; 
average capacity used on a 3x8x5 workshift, the range of capacity used across 
the plants surveyed, and capacity used by number of 1x8x5 workshifts worked. 

As the table demonstrates, there is a great deal of excess capacity in the 
aerospace industry. Although this table does not show potential problems which 
may exist for specific products, capacity in the aerospace industry does not 
appear to be a problem. The DPA 309 database reveals that the military sector 
comprises only about one-fourth of total sales of companies" reporting offset 
obligations, and the military export share amounts to less than four percent of 
the total sales of these companies. -Offsets are a small part of -subcontractor* ' 
production; therefore, one would expect them to have little impact on capacity 
utilization. 
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TABLE 1 1. A. 2 

1983 Aerospace Capacity Utilization by Functional Area 



Large 

Ai rcraft 

Fighter/ Other 

Attack Aircraft 

Propulsion 

Missiles 

Fabrication 

*42% 

**10-80 

40% 26.5% 

(25-66) (8-50) 

***1.5 1.0 

57% 

(31-75) 

1.6 

43% 

(20-66) 

1.3 

Process/Paint 

39% 

(9-80) 

45% 31.5% 

(25-60) (8-70) 

1.5 1.0 

64% 

(28-100) 

1.2 

43% 

(20-66) 

1.3 

Assembly 

41% 

(8-80) 

40% 27% 

(33-80) (11-45) 

1.5 1.0 

51% 

(28-65) 

1.2 

43% 

(20-66) 

1.3 

Test and 

Check out 

40% 

(22-80) 

40% 26% 

(20-75) (11-45) 

1.8 1.0 

57% 

(28-65) 

■ 1.0 

70% 

(40-100) 

2.1 


Avionics 

Materi al s 

Structures 


Fabrication 

44.50% 

(4-90) 

1.43 


53% 

(27-81) 

1.80 


Process/ 

Paint 

41.90% 

(25-60) 

1.22 

33% 

(11.42) 

1.30 

37% 

(12-75) 

1.70 


Assembly 

38.60% 

(25-50) 

1.20 

Total 

Manufacturing 

Functions 

32% 

(14-70) 

1.40 


Test and 

Check out 

58.30% 

(40-81) 

1.91 


41% 

(18-70) 

1.50 


* Average percent capacity on a 3x8x5 shift basis. 
** Range of percent capacity utilized on 3x8x5 shift 

basis. 



Average number of shifts utilized on 1x8x5 basis. 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 


Within the aerospace industry, offsets appear to have had a limited effect on 
surge capacity outside of the foreign-sourcing arena. Moreover, in the large 
aircraft sector, where business has been adversely affected by the drop in 
export sales resulting from financial problems of aircraft purchasers the 
suggested corrective action made by the Air Force in the 1984 study. Blueprint 
for Tomorrow, was to seek innovative financing support, in both standard and 
non-standard transactions, to include countertrade and offset. 


When queried by the U.S. Air Force in late 1983, the materials sector of the 
aerospace group was the only sector which reported that it had been noticeably 
affected by offsets. This sector reported that offsets create foreign 
competitors for future procurement and force overseas technology flow. The 
following remedies for this situation were suggested by the same study: 

0 Restrict flow of technology offshore as part of coproduction. 

0 Improve list of restricted technologies by making it more specific. 

The questionnaire sent to industry in connection with this report defined 
wartime (surge) capacity as the ability of a firm to double production within 12 
Two-thirds of the prime contractor respondents to the questionnaire 
felt that offsets had either no effect or an insignificant effect on their surge 
capacity. Almost 28 percent felt tlrat’^offsetsr had" ^erfetl cl a1' Effect liefc'atise ‘ 
they allowed sales to occur, while less than three percent felt that offsets had 
a detrimental effect on their surge capacity. 

Thus, although a number of factors have adversely affected the industrial base 
in the aerospace sector over the last few years, and although problems with the 
industrial base can lead to surge problems, for the aerospace sector at least 
available evidence suggests that no serious capacity problems are present. * 

Surge difficulties that do exist can be traced to a number of causes, but 
generally not to offsets. ’ 

Relationship of Offsets to Foreign Sourcing 

because, depending on the source, they may 
affect the ability of the U.S. to sustain weapon production in time of war. 
According to Blueprint for Tomorrow, offsets are one reason that foreign- sourced 
Items are used in the aerospace sector. Of these items, only eleven specific 

production capability located in 

the United States. Furthermore, foreign sourcing seems to follow the large 
offset contracts (Israel and the NATO countries are prominently featured) and 
Canada, which is part of the North American (U.S. and Canada) domestic 
industrial base, is a major participant. 
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However, when one considers the number of parts used in modern aircraft, the 
total number of foreign sourced items is very small. In addition, virtually all 
of this sourcing takes place in areas such as NATO or Israel where U.S. policy 
is to support a strong foreign industrial base. Similar foreign source data are 
available for Army procurements. Again, with very few exceptions, the NATO 
countries are the suppliers. There is no indication of the amount of this trade 
which is based on offsets. 

Impact on Defense Contractors 

The 1983 Treasury report cited subcontractor production as comprising 24.9 
percent of the total offsets reported in its survey. The DPA 309 database 
yielded a slightly lower result — 21.2 percent of offset obligations being 
subcontractor production. There are several reasons for the importance of 
subcontractor production in offsets. First, prime contractors are hesitant to 
make offset agreements which will ruin their markets over the long-term. 

Second, if the foreign country has the technological and production capabilities 
to do the work of the prime, one would assume that the foreign country would 
have built the weapon itself. As a corollary, most of the countries which 
demand offsets can only accomplish production tasks of a simpler nature (e.g., 
the type of task usually associated with subcontractors). 

A review of where U.S.'<lefens«-re1ated'~goods “and" servtces ^me sold “danonstrates 
that most of the purchasers will not be capable of the sophisticated production 
techniques necessary to assume the role of a prime contractor. Note that the 
buyers fall into two general categories: NATO countries and the LDCs. While 
the LDCs cannot assume the role of the prime through offsets, it is obvious that 
the non-U. S. NATO countries, under many conditions, could assume this role. It 
is U.S. policy to encourage NATO in this endeavor, but the two-way defense trade 
statistics between the United States and other NATO countries demonstrate that 
the U.S. gains a good deal more in terms of trade from the relationship than 
other NATO countries do from the relationship with the United States. 

Concurrent with this, the United States maintains a policy of establishing 
domestic production capabilities for any major weapon system it purchases 
overseas. In fact, in those cases where the United States buys weapons from one 
of the NATO countries whose technology and productive capability could be a 
threat to our own prime contractors, the United States requires that it also be 
allowed to produce the weapons. This policy is used to keep our industrial base 
capable of supporting the weapons we use. 

Table II. A. 3 shows the U.S. balance of defense- related trade with NATO. Note 
that this trade currently flows in favor of the United States by a 2.8 to 1 
ratio. 
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TABLE I I. A. 3 

FY 1984 Defense-related Trade Balance Summary 
(thousands of current dollars) 


Country 

Total 

U.S. 

Exports 1/ 

Total 

U.S. 

Imports 2/ 

From Foreign 
Subcontracts 

DOD 

Computed 

FY 84 

Ratio 3/ 

Belgium 

Denmark 

France 

FRG 

Italy 

Luxembourg 

Netherlands 

Norway 

Portugal 

Spain 

UK 

Total Europe 

202,826 

48,053 

68,027 

402,728 

104,862 

1,561 

485,798 

230,897 

27,562 

101,446 

1,595,714 

i;^s5,474 

114,139 

49,281 

47,601 

307,590 

65,009 

1,486 

38,975 

43,743 

1,245 

24,973 

492,865 

lb”, 545 ■ 

44,189 
11,626 
47,853 
10,036 

28,529 

20.794 

892 

84.794 
25^,258 

1.78 

0.98 

1.43 

1.31 

1.61 

1.05 
12.46 

5.28 

22.14 

4.06 

3.24 

2.75 

Canada £/ - 

Total Europe 
Plus Canada 

1,306,525 - 

875,400 - 

■' 393,700'’ 

1.49 ' 

4,565,999 

2,062,307 

652,958 

2.21 


V Estimated totals of FMS and commercial exports licensed under the Arms Export 
Control Act. These totals represent the dollar value of Government and 
commercial sales on a del i very basis. 

Figures do not include subsistence, petroleum, construction, and support 
services awarded in FY 84. 

y "Total U.S. Exports" divided by "Total U.S. Imports." 

4/ Data provided by the Government of Canada; the figures were adjusted to 

converted into U.S. dollars using an exchange rate of 
0.8073 for the months of October through December and an exchange rate of 
0.7837 for January through September. 
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A major issue in defense trade is the impact of offsets on subcontractors. The 
amount of subcontractor work performed in the FY 1984 trade (I I. A. 6) with other 
NATO countries is assumed to be primarily due to offsets for the reasons already 
given. While having this amount of subcontracting done overseas has an obvious 
effect on the U.S. industrial base, several points should be remembered. First, 
the work done by other NATO countries is done in response to a U.S. policy to 
promote RSI. Table II.A.4 provides a wider context for this discussion of 
overseas defense subcontracts. Note that of the subcontractor work done by our 
NATO allies over half is done in Canada, a country that is part of the North 
American (U.S. and Canada) defense Industrial base. 

All other countries with significant amounts of subcontract work are either in 
NATO or reflect very specific foreign policy concerns. 

Thus, these data show that the area of subcontracting, where one would expect 
offsets to have the major Impact on U.S. defense industry, has experienced 
Impacts in precisely the manner that one would have guessed, a priori , based 
solely on a rudimentary knowledge of our policies with regard to NATO and to 
Israel. These data do not support a conclusion that offsets affecting the 
defense industrial base have occurred in large numbers outside of the countries 
that are our major allies. 

A model developed -by- the Oepartment'nrf-Oefense todtcates thait, 1n general , 
defense business comprise only a small portion of any sector's subcontractor 
activity. Offsets comprise an even smaller share. Evaluating the impact of 
offsets on subcontractors is difficult because data regarding both the negative 
effects (business lost due to offsets) and the positive effects (business which 
would have been lost had the offset not been offered to close the deal) are 
generally not known to the subcontractors themselves. In addition, a 
subcontractor from one sector may lose business while a subcontractor from 
another may gain -- all due to the same offset deal. In this case, the overall 
effect of the offset can only be measured by knowing the severity of industrial 
base degradation in the first instance compared to the enhancement of the base 
in the second. This information is, at best, subjective in nature and often 
inseparable from general economic conditions. 
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TABLE II.A.4 

Overseas Distribution of Defense Subcontracts 
(Fiscal Year 1984) 


Region/Category 

NATO 


OTHER OECD 


NEWLY INDUSTRIALIZED 


DEVELOPING 


TOTAL 


Country 

Millions of 

Percent i 

Dollars 

Total 


$ 653.207 

91.41 

Canada 

393.700 

55.09 

UK 

84.794 

11.87 

Denmark 

44.189 

6.18 

West Germany 

47.853 

6.70 

Netherlands 

28.529 

3.99 

Norway 

20.794 

2.91 

France 

11.626 

1.63 

Italy 

10.036 

1.40 

Bel gi urn 

10.545 

1.48 

Spain 

0.892 

0.12 

Greece 

0.249 

0.03 


29.177 

4.08 

Australia 

14.104 

1.97 

Japan 

8.273 

1.16 

Switzerl and 

4.310 

0.60 

Sweden 

2.048 

0.29 

Austria 

0.442 

0.06 


23.858 

3.33 

Korea 

0.680 

0.10 

Taiwan 

0.633 

0.09 

Israel 

20.675 

2.89 

Hong Kong 

1.022 

0.14 

Singapore 

0.528 

0.07 

Mexico 

0.320 

0.04 


8.367 

1.17 

Saudi Arabia 

5.491 

0.77 

Philippines 

0.225 

0.03 

Kuwait 

0.119 

0.02 

El Salvador 

0.101 

0.01 

Egypt 

0.018 

<0.01 

Bahamas 

0.315 

0.05 

Barbados 

0.032 

<0.01 

Other 

2.066 

0.30 


714.609 

100 
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Respondents to the DPA 309 questionnaire indicated that 42.5 percent of the 
offset agreements created new foreign-source subcontractors or expanded existing 
foreign-source subcontractors for defense-related goods and services of U.S. 
firms. While the DPA 309 questionnaire sample of subcontractors is admittedly 
small, out of 130 respondents, none said they were displaced as a subcontractor 
after an offset was negotiated by the prime contractor. 

Reverse Technology Transfers Which May Affect Offsets 

The Department of Defense is beginning systematic efforts to enhance the flow of 
military technology from our allies. In the past, the U.S. was clearly dominant 
in most areas of technology significant to the military. However, the situation 
is changing today and warrants attention. 

U.S. firms have considerable experience in dealing with West European industry, 
and they know its capabilities well. The overall American assesOTent is that 
the Europeans are equal to or ahead of U.S. military technology in only a 
limited number of areas; but there have been few comprehensive surveys of 
European technology, and this assessment warrants continued updating. The rate 
of improvement of Western technological advance has been steady, and it appears 
that over the next decade the number and range of areas where the Europeans are 
competitive will increase. There are also likely to be a growing number of 
.. areas where Europeans <an- -successfully contribute to collaborative development 
of systems, and the NATO Cooperative Projects legislation enhances our ability 
to take advantage of this situation. 

The Department of Defense has an ongoing Foreign Weapons Evaluation Program 
funded at $17 million in FY 1986. The objective of this program is to 
evaluate foreign weapons of NATO origin, which are in development or in service, 
that might be purchased or developed further for inclusion in the U.S. 
inventory. While the sums involved are small in relative terms, the results are 
significant in terms of reducing U.S. R&D costs, accelerating the introduction 
into service of new systems, promotion of standardization and interoperability 
of fielded systems with our allies, and achievement of procurement cost 
advantages. 

In June 1984, the Defense Science Board Task Force on Industry-to-Industry 
International Armaments Cooperation between the U.S. and Japan published its 
findings and recommendations. It noted that because of the critical importance 
of Japan to U.S. defense interests in the Western Pacific, the U.S. has made 
available to Japan over the years its front-line weapons and, in many instances, 
the related defense technology, principally through licensed production 
programs. Furthermore, Japan has paid a high premium for this technology in 
order to build its long-term commercial objectives in aerospace. Continued, 
transfer of advanced and sensitive U.S. defense technology is important to 
Japan. On the other hand, Japanese technologies are equal to those of the U.S. 
in many fields and, in some fields, superior, with no evidence of slow-down to 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 

37 


the “technological momentum." Thus, the time appears ripe for a more equal flow 
of technology in both directions. 

There is a long history of Japanese practices which have made U.S. investment 
and joint ventures in Japan difficult. Yet, during 1983, the Nakasone 
Government took two important steps toward the release of critical Japanese 
technologies. The January statement by the Prime Minister allowed the export of 
military technology to the U.S., and the November 8 Exchange of Notes spelled 
out the concept for a broadened technological exchange of military technoloqy 
for defense- related production. 


One approach to developing technology cooperation is to convene meetings of 
technical experts in specific mission areas to assess the threat, the systems 
and technologies available to meet that threat, and the systems and technologies 
in development and needed for development in that specific mission area. The 
first two such groups with the Japanese have been established in the air defense 
and communications systems areas. The Department of Defense recently published 
a report on the Electro-Optics/Millimeter-Microwave Industry in Japan, and 
worked out with the Japanese government procedures for the transfer of Japanese 
military technology to the U.S. 

Japan has nearly reached agreement with the U.S. on the initial transfer of one 

Item of Japanese miTHarytechnologjrTleveloped by~the Japan- Ddfense'Agehcy's 

Technical Research and Development Institute. To enhance the two-way flow of 
technology, a U.S^^Japanese Joint Military Technology Committee will meet at 
least annually to discuss various aspects of military technology transfers 
between the two countries. 

B* Industrial Competitiveness (Department of Commerce) 

Traditionally, there has been concensus within the Western Alliance that some 
offsets, such as coproduction, are beneficial for security reasons. For 
example, during the early post-World War II period, arms transfers and offsets, 
particularly coproduction, played an important role in rebuilding the defense 
base infrastructures of our allies. More recently, NATO arms transfers and 
SHn ^ promoted for military and economic objectives- -to promote the 

NATO Strategy of RSI and to make military hardware trade within the Alliance a 
two-way street.' The economic rationale is to provide our allies with an 
equitable share" of weapon development and defense programs, rather than 
continuing to maintain the status quo (i.e., the U.S. being the dominant arms 
producer and exporter), as well as to meet foreign sales competition. 

As shown in Table II.B.l, 88 percent of all corporations surveyed reported that 
their reason for engaging in offsets was that offsets proposals were required by 
the foreign purchasing government as a condition to complete the sales. Only 
18.9 percent reported that their reason for engaging in offset sales was to 
provide a competitive advantage. 
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Reason 


TABLE II.B.l 

Reason for Engaging in Offsets 


Percent 

Number Response 


Required by Foreign Government 
Maintain Foreign Market Share 

Competitive Advantage 

Finance Firm's Exports 

Pricing Mechanism 

Protect Foreign Subsidiary ... 
Repatriate Blocked Currency .. 
All Other 


108 

88.5 

28 

23.0 

23 

18.9 

3 

2.5 

1 

0.8 

1 

0.8 

0 

0.0 

23 

18.9 


Total Numbers of Responses 122 

NOTE: The companies were allowed to give more than one response; consequently, 
percentages do not add to 100. 


This section investigates the effect of offset agreements on U.S. industrial 
• competitiveness, and specifically on the^aerosprace industry. ' 

Increasing Role of Offsets 

"Competitiveness is the degree to which a nation can, under free and fair market 
conditions, produce goods and services that meet the test of international 
markets while simultaneously maintaining or expanding the real incomes of its 
citizens." — "Global Competition," The Report of the President's Commission on 
Industrial Competitiveness , January 1985. 

In the post-World War II environment, U.S. defense industries have dominated the 
international arms market. The U.S. consistently ranks first among free world 
participants in sales in the international weapons market, followed by France, 
the United Kingdom and West Germany, respectively. The U.S. continues to 
produce and export the highest quality military products in terms of price, 
reliability, performance, and support systems. 

Coproduction of U.S. weapon systems in foreign countries began in the late 
1950' s and early 1960's. The NATO countries and Japan were the first to receive 
coproduction agreements, but the process soon spread to other developed 
countries including Australia and Switzerland. These early offset requirements 
focused on licensed production/coproduction related specifically to the weapon 
system purchased. The licensed production of the F-104G fighter plane to 
Western Europe (NATO) , Canada, and Japan during the early 1960 's is an example 
of such an arrangement. 
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Today, the practice of military offsets has spread to developing countries 
including Israel, South Korea, and Egypt. Requests for offsets by our allies 
are based on foreign government desires to maintain or expand domestic 
employment, develop a national defense industrial base, acquire modern 
technology and management techniques, and conserve foreign exchange. 
Furthermore, some offset agreements have spillover effects for the development 
and production of related defense products and increased efficiency and 
competitiveness in related commercial sectors. 

The Canadian Government's 1980 decision to purchase the McDonnell Douglas/U.S. 
Navy F-18 fighter aircraft is a recent example. The Canadian offset 
requirOTents were designed to enhance specific domestic technology shortfalls 
for selected industries, to force investments in local industries which would 
not normally attract outside commercial investment, and to promote exports of 
selected local goods and services. The purchase by the Canadians incorporates 
offsets many of which are not directly related to the F-18 program. Under the 
agreOTent, Canada will receive technology and R4D/ product ion facilities for the 
manufacture of jet engines, fiber optics, composite materials, and metals 
processing. In addition, McDonnell -Douglas agreed to assist Canadian firms in 
licensing programs from U.S. firms in wind energy, auto parts, health care 
products, and food processing. 

While the U.S-. defense ifldustry maiTTtarfnsrwTPveralT aUvmTgrth'Wany area^^ of 
competitiveness, the margin of advantage has narrowed in recent years. In some 
areas, foreign technical capabilities are now comparable* if not superior, to 
those of the U.S. As the President's Commission on Industrial Competitiveness 
points out, "foreign firms have increased the speed with which they adopt and 
comnercialize technology developed in the U.S. and have also improved their 
ability to develop technology on their own." Technology transfer through some 
forms of offsets from the U.S. has played a role in this. 

Concurrently, as the majority of U.S. defense contractors surveyed in connection 
with this report have noted, other factors are playing an increasirtgly important 
role in determining whether a defense-related. sale is made or not. These 
factors include subsidized and enhanced manufacturing, subsidized sales 
financing, offsets offered, and political decisions. 

Offset agreements have played a role in transferring technology and know-how to 
foreign companies who now compete successfully with U.S. firms for some defense 
contracts. Fabrique National (FN) Moteurs of Belgium, a Jet engine producer 
provides one such example. As part of an offset agreement during the 1960's for 
* ® F-104G fighter plane, FN Moteurs manufactured turbine engine parts 

for U.S. prime contractors. In 1978, as part of the F-16 offset program, FN 
Moteurs coproduced FIDO Pratt & Whitney engines and received new 
technology/capabil ity in titanium welding/grinding and engine assembly and ' 
testing. 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 



Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 

40 


With experience from these two offset programs, FN Moteurs is now bidding for 
contracts on a competitive basis without the need for offsets from the prime 
contractor. Currently, FN Moteurs is manufacturing components for two 
additional Pratt & Whitney engines and is providing support to U.S. Air Force 
maintenance activities for the FlOO engine. 

Kongsberg Vapenfabrikk of Norway, another foreign firm which benefitted from the 
F-16 coproduction program, also signed a contract with Pratt & Whitney for 
producing components for a newly developed gas turbine engine. In addition, the 
firm recently signed a contract with General Electric to manufacture components 
for the FllO derivative fighter engine for installation on some versions of F-16 
fighters for the U.S. Air Force and F-14 fighters for the U.S. Navy. 

Another example of transferring technology and creating a new competitor is 
provided by OAF Special Products Corporation of the Netherlands. Before 
receiving the F-16 landing gear offset contract from General Dynamics in 1976, 
OAF was not involved in the aerospace business. Today, DAF competes for landing 
gear contracts on a worldwide basis and has been selected to produce landing 
gear for the Dutch Fokker 50 and the Fokker 100 commercial aircraft. 

The Italian Government's development of the Aspide lA multi role missile is 
another example of U.S.- technolx)gy- tr-ansfer-4ner-6asifvg foreign compettti on;-' Thff 
Aspide missile was primarily designed and developed with the assistance of three 
licensed production agreements between the Raytheon Corporation and the Italian 
firm Selenia for the Sparrow III, Sparrow AIM-7E, and Sea Sparrow missiles. 

Under the agreements, Raytheon Corporation transferred technology, equipment, 
and know-how to Selenia and trained Italian engineers in the U.S. Selenia 
engineers then utilized the skills and technology gained from the U.S. to 
develop the Aspide missile. Many experts view the Aspide as a viable competitor 
to U.S. missile programs, slightly superior to the newer U.S. AIM-7F Sparrow 
air-to-air missile. 

The increased competition that U.S. firms now face has been accompanied by 
increasing foreign government intervention in the world arms marketplace. As 
shown in Tables II. B. 2 and II. B. 3, data collected for this report indicates that 
foreign governments are the sole negotiator in concluding over 75 percent of all 
offset agreements. With respect to the sale phase of an offset agreement, 
foreign governments are the sole negotiator in two-thirds of all cases. 

The U.S. Government also plays a role in the sale of weapons to foreign 
countries. However, DOD will not normally negotiate or implement the purchase 
of any item from a foreign country. Furthermore, in practice coproduction has 
always been treated as a special case under the Duncan memorandum. Although DOD 
may negotiate permission for coproduction by a foreign country, DOD normally 
may not enter into any agreement guaranteeing that such coproduction will in 
fact occur. Furthermore, the Duncan memorandum specifies that the DOD will not 
use its acquisition resources to guarantee the purchase of defense products 
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coproduced by a foreign country. The DPA 309 database indicates that the U.S 
Government is rarely involved in negotiating offset agreements. It is, however, 
percent of all sales which involved offsets concluded in the 
1980-1984 period by these corporations, and a party to over 22 percent of the 
offset arrangement that resulted from these sales. The high percent of U.S 
Government involy^ent in sales agreements is probably due to the fact that the 
questionnaire solicited information for FMS as well as commercial sales. By 

arrangement, the U.S. Government does the actual selling of 
military goods. * 


TABLE II.B.2 

Role of the Foreign Government in Offset Contracts 


Role 


Sale 

Number Percent 


Agreement 
Number Percent 


Implementation 
Number Percent 


Sole Negotiator .... 
Active Participant . 

Observer 

No Role 

Approval, 

Other 


Total 


Role 

U.S. Contractor 

Foreign Government- 

Owned Company 

Private Foreign Company 

U.S. Government 

Other 


Total 


76 

66.1% 

88 

75.2% 

29 

34.5% 

14 

12.1% 

19 

16.2% 

17 

20.2% 

2 

1.7% 

3 

2.6% 

5 

6.0% 

14 

12.1% 

11 

9.4% 

16 

19.0% 

15 

13.0% 

6 

• 5.1% 

-21 

25.0% 

6 

5.2% 

4 

3.4% 

6 

7.1% 

115 


117 


84 



TABLE II 

.B.3 




Parties 

to the Specified Agreements 



Sale 

Agreement 

Impl ementation 

Number 

Percent 

Number 

Percent 

Number 

Percent 

5 

7.5% 

6 

9.5% 

13 

18.3% 

6 

9.0% 

11 

17.5% 

27 

38.0% 

6 

9.0% 

13 

20.6% 

47 

66.2% 

39 

58.2% 

14 

22.2% 

1 

1.4% 

16 

23.9% 

28 

44.4% 

10 

14.1% 

67 


63 


71 



NOTE: Percentages may not add to 100 since companies respondents were allowed 
to give more than one response to this question. 
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Most foreign purchasing governments devote significantly less money, as a 
percentage of 6NP, to defense than the U.S. does. It is understandable, 
therefore, that they try to obtain maximum leverage from offset agreements in 
order to minimize the impacts of foreign exchange outlays for defense systan 
purchases. The trend on the part of foreign purchasing governments is to use 
offsets to provide competitive advantages to native industries, encourage growth 
in targeted industries, and increase the standard of living within their 
economies. Offsets are also used to assist developing export industries to 
target desirable export markets, including the U.S. defense base. 

One example of foreign government intervention in trade is the Australian 
Government's offsets policy. Established in 1970, Australian policy concerning 
offsets has undergone three reviews: in 1976, 1979, and 1984. A minimum of 30 
percent offset is currently required with an emphasis on advanced technology 
transfer. The current program has two main objectives: to "broaden the 
capabilities of industries which are of technological or defense significance to 
Australia and to stimulate technological advancement in key Australian 
industries." One of the purposes of this emphasis on technology transfer is to 
provide Australian industry with increased competitive advantages in 
manufacturing processes. Moreover, there has been a recent tendency for the 
Australian Government to encourage purchases of Australian manufactured products 
simi 1 ar in technology, content to. -that -of the products- Tnvol ved tn the" sates ' 

contract as required offsets. 

The South Korean military offsets program is another example of government 
intervention and industrial targeting in international aerospace trade. 

According to the recently published ROK Ministry of National Defense General 
^ide for Korean Offset Program , the primary objective of the required offset _ 
program is to assist the ROK in "developing and expanding its manufacturing and 
industrial capability." The program's goal is to specifically obtain new 
technology, assist “under-utilized" sectors of industry, "selectively stimulate" 
sectors of the economy and create new employment. The 50 percent required 
offset level for government military imports is aimed in part at helping develop 
targeted Korean industries by providing new technology and employment. 

U.S. Aerospace Competitiveness 

In spite of the rise in foreign government-managed trade in the military sector, 
it should be noted that the U.S. continues to be competitive in the development 
of new and innovative product and process technologies. This allows the U.S. to 
achieve high productivity levels and represents a key competitive advantage for 
American military hardware. The aerospace industry is a leading example of a 
highly productive and competitive, high-technology U.S. industry. 

Today, as a result of substantial investment by both public and private sources, 
the aerospace industry is one of the most technologically sophisticated and 
competitive industries in the U.S. The aerospace industry is also the dominant 
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with a trade surplus of SlO 2 biiiinn ^ cv!! ? P'‘0''ided the U.S. 

while imports were only $4.9 billion (see Table II B^A) billion, 

0 Aircraft (3721) 

0 Aircraft Engines and Engine Parts (3724) 

0 Aircraft Parts and Auxiliary Equipment, Not Elsewhere Classified (3728) 

0 Guided Missiles and Space Vehicles (3761) 

° ?3764) Vehicle Propulsion Units and Propulsion Unit Parts 

(Two Other industries that are closelv a««:nria4-a./4 u.-n.u *w 

wS;“g"ix,'s^ 

■ Sis s/i."£s~»™ 
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0 Sales of missile systems, including propulsion units, increased from $5.3 
billion in 1979 to $9.5 billion in 1984. (In constant 1972 dollars, the 
increase was from $2.8 billion in 1979 to $3.3 billion in 1984). 

0 U.S. space sales increased from $6.5 billion in 1979 to $15.4 billion in 
1984. (In constant 1972 dollars, this was from $3.5 billion in 1979 to 
$5.4 billion in 1984). 

0 Sales of civil aircraft decreased from $13.2 billion in 1979 to $10.6 
billion in 1984. (In constant 1972 dollars, the decrease was from $7.1 
billion in 1979 to $3.7 billion in 1984). As noted above, the leading 
growth sector in aerospace sales is military aircraft. Charts II.B.l and 
II. B. 2 illustrate these statistics. 
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CHART II.B.2 

Total Aerospace Industry Sales 
(in billions of dollars) 



NOTE: 19B0 CONSTANT DOLLARS USED FOR CONVENIENCE 
OF CRAPHINC. 

SOURCE: AEROSPACE INDUSTRIES ASSOCIATION 
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Si nee World War II, the technology and R4D-1ntensi ve aerospace sector has 
consistently generated trade surpluses. These surpluses have Increased in the 

U.S. trade balance. 

1973 t” 1984 overall aerospace balance of trade for the period 


TABLE II.B.4 


Total U.S. and Aerospace Balance of Trade 
Calendar Years 1973-1984 
($ in millions) 


Total U.S. 

Year Trade Balance 


1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 


1,222 

(2.996) 

9,630 

(7.786) 

(28,970) 

(33.541) 

(30,272) 

(27,336) 

(30,051) 

(35,182) 

(60.710) 

(110,932) 


SOURCE: Bureau of the Census 


Aerospace 

Trade Balance 

Aerospace 

Exports 

Imports 

4.360 

5,142 

782 

6,350 

7,095 

745 

7,045 

7,792 

747 

7.267 

7,843 

576 

6,850 

7,581 

,731 

9,058 

10,001 

'943 

10,123 

11,747 

1,624 

11,952 

15,506 

3,554 

13,134 

17,634 

4,500 

11,035 

15,603 

4,568 

12,619 

16,065 

3,446 

10,164 

15,081 

4,917 


I!lL®®TP®®® ‘^^^ance grew from $4.4 billion in 1973 to $10.2 billion in 

deteriorated from a $1.2 billion surplus 
to a $110,9 billion merchandise trade deficit. 


Charts II. B. 3 and 
and fighters from 


n.B.4 present the export trends for total military aircraft 
1973 to 1984 in units and constant dollars. 
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CHART II.B.3 

Export Quantity of Military Aircraft 



Source: U.S. Department of Commerce, Bureau of the Census 
Foreign Trade Statistics 
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CHART II. B. 4 

Export Value of Military Aircraft 
(in millions of constant 1972 dollars) 
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Source: U.S. Department of Commerce, Bureau of the Census 
Foreign Trade Statistics 
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The DPA 309 database indicate that offsets are a factor in the competition for 
military aerospace sales. Over 67 percent of the reported offset- related sales 
were conducted with industrialized nations, primarily those of NATO, Australia, 
and Japan. The largest volume of offset- related trade was with the nation of 
Israel. The clear majority of all offset obligations, 77 percent, were with 
these industrialized nations. 

With respect to industry distribution, the majority of all military 
off set- related sales reported by the corporations surveyed were in the U.S. 
aerospace Industry. In the 1980-1984 period, U.S. aerospace firms surveyed 
entered into sales agreements valued at $15.3 billion, or 68 percent of the 
total reported by all corporations surveyed (see Table II. B. 5). 

Offset obligations incurred by the U.S. aerospace industry as a result of these 
sales totalled $4.0 billion, of which $1.4 billion or 26 percent were 
implemented during 1980-1984 (see Table II. C. 5 for implementations. Table 
III. A. 4 for sales, and Table III. A. 8 for offset obligations values). The 
figures suggest that offsets are a particularly pervasive influence in the 
competition for certain export sales of aerospace defense systems. 
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table II.B.5 


Total Aerospace 
Offset Obligations 


Industry Military Export Sales and 
by Standard Industrial Classification 
($ in millions) 


Year 

1980 

Sales . 
Offsets 
Percent 

1981 

Sales .. 
Offsets 
Percent 

1982 

Sales •« 

Offsets 

Percent 

1983 

Sales .. 

Offsets 

Percent 

1984 

Sales 

Offsets 

Percent 

GRAND TOTALS: 
Sales .. 
Offsets 
Percent 



Standard 

Industrial 

Code 



372 

376 

366 

381 

382 

TOTALS 

5.473.3 

1,597.9 

29.2% 

130.7 

523.3 

400.3% 

430.1 

3.1 

0.7% 

0 

0 

0 

0 

6,034.1 

2,124.3 

35.2% 

3,014.5 

991.4 

32.9% 

34.4 

6.3 

18.4% 

0 

0 

0 

0 

0 

0 

3,075.9 

997.7 

32.4% 

33.6 

0.9 

2.7% 

31.2 

10.0 

32.0% 

7.9 

8.4 

106.3% 

0 

0 

0 

0 

72.7 

19.3 

26.5% 

3,372.6 

47.5 

1.4% 

0 

0 

231.8 

0.9 

0.3% 

0 

0 

0 

0 

3,604.5 

48.4 

1.3% 

2,050.2 

767.8 

37.4% 

258.0 

7.1 

2.7% 

161.3 

45.9 

28.4% 

0 

0 

27.3 

5.5 

20% 

2,496.8 

826.3 

33.1% 

15,284 

4,016 

26.3 
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Table III. A. 9 disaggregates military offset obligations by type. Two 
interesting patterns are evident. The first is that 40 percent of the offsets 
provided are direct offsets (i.e., relate directly to the production of the 
system purchased) in the form of coproduction, licensed production, direct 
subcontracting, and technology transfer. The second pattern of interest is that 
the largest category of offsets reported is "Indirect But Not Specified." These 
patterns suggest that foreign purchasers attempt to maximize the industrial 
benefits to their economies by insisting that the selling corporation transfer 
new technologies and production methods. The selling corporation, on the other 
hand, will make every effort to convince the foreign purchaser that "best 
efforts" on the part of the seller, whereby the purchaser's comparative 
advantages can be exploited rather than specifying particular dollar amounts of 
production, is in the long-term best interest and developmental needs of the 
purchasing country. 

Economic Costs and Benefits — - 


The extent to which offsets are a positive influence on U.S. industrial 
competitiveness is dependent upon the relative costs and benefits of the direct 
and indirect effects that offsets can be expected to produce. Analysis of the 
DPA 309 data and collateral sources indicates that offsets have had a mixed 
impact on U.S. industrial .competitiveness. The correlations that -may be drawn 
between offsets and potential positive and negative impacts on U.S. industrial 
competitiveness are by no means exact, but analysis of the available data and 
literature supports several observations on the effects of offsets. These 
include: 

. 0 To the extent that military offsets enable U.S. defense contractors to 

achieve export sales that would not be possible without offsets, they have 
made a positive economic contribution to the U.S., and may have reduced the 
cost of weapon systems to the U.S. military below what the cost would have 
been absent the military export. 

0 Direct offsets, in the form of coproduction, licensed production, direct 
subcontracting, and technology transfers, contribute to the production base 
of foreign- producing nations, and may have a potential long-run negative 
effect on some sectors of the U.S. defense industrial base. 

0 Offsets increase the total numbers of U.S. weapons that are produced. 
However, they do not in all cases reduce costs by increasing economies of 
scale. In fact, in some cases they increase the costs of U.S. weapons by 
dividing the production run (see the 1981 Multinational Coproduction of 
Military Aerospace Systems report by the Rand Corporation). 
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Defense- related export sales with offset- related agreements for U.S. industries 

period, were over $22 billion. Offset obligations were over 
»12.3 billion during the five-year period. From an industrial competitiveness 
standpoint, the benefits of offset agreements are less clear cut. While the 
sales concluded by the companies surveyed will have the effect of substantially 
increasing the economic benefits to the U.S. as well as the corporations 

generated offset obligations of $12.3 billion dollars. The 
pPA 309 data on the types of offsets to be provided to purchasing nations shows 
that about 36 percent of the offsets will be provided as coproduction, licensed 
production, and direct subcontracting (for the life of offset obligations, see 

arrangements may in the long-run have some adverse impact 
on U.S. competitiveness and, considering the much smaller economies of the 
countries that will receive these benefits, these offsets may result in some 
contribution to their economic health and competitiveness. 


In the aerospace sectors, the impact of offsets was even more pronounced. 

Offset- related aerospace sales totaled $17.6 billion in 1980-1984 period. While 
the income that will be generated by these sales is substantial, the magnitude 
of the offsets required is significant. The next table illustrates actual 
exports of military aerospace products. In the 1980 to 1984 period, total U.S. 
aerospace exports totaled $23.4 billion. The positive trade balance in military 
export sales during the period.was420.2-bi41-$onr-- - • - 


TABLE II. B. 6 

U.S. Military Aerospace Trade 
($ in millions) 


1980 

Exports 

9 9^R 

Imports 

Balance 

1,933 

3,731 

1981 

d 199 

VbO 

1982 

^ QQ^ 

Dy 1 

1983 

A7n 

oyi 

Q 

5,304 

4,951 

4,324 

1984 

^ 




1 

5-Year Total 

'IQc; 

'I 

20,243 

SOURCE: Aerospace Industry Association 

f X 3c 
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Offset obligations are implemented over a period of years (for aerospace 
sales-related offset obligations, the average implementation period is 13.9 
years), which has the effect of reducing their overall value. In the long-term 
perspective, however, the type of offsets that are implemented may be a subject 
of concern. Direct offsets in the form of coproduction, licensed production, 
and direct subcontracting can have the negative effect of creating competitors. 
Coproduction agreements and licensed production can not only transfer the 
technology of the aircraft, but also the production and management skills and 
equipment necessary to establish at least partial production capability in the 
recipient nation. However, offsets can both create and inhibit competition. 

The DPA 309 data indicate that the magnitude of coproduction, licensing 
production, and direct subcontracting offsets is substantial. Over 55 percent 
of offsets obligations have been in the form of direct coproduction, licensed 
production, and direct subcontracting. The coproduction and direct 
subcontracting figures are particularly relevant from an industrial 
competitiveness standpoint. At the end of 1984, over $1.4 billion in offsets 
had been implemented in these categories. Offset implementations account for 
slightly over 11 percent of the $12.3 billion in offset obligations incurred by 
all firms surveyed in the 1980-1984 period. 

After an industry infrastructure is created in a purchasing nation, the foreign 
government is committed ofteir^at great rosttiy sastalning the industry, because 
the structural, economic, and political implications of losing the jobs 
associated with the infrastructure limit the foreign government's political 
options. 

To evaluate the direct offsets properly, it is necessary to evaluate them in 
terms of overall trends in weapons system procurement and competitiveness. The 
overall trend in weapons production and procurement for the past 20 years has 
been one of procuring fewer weapons at greater per unit costs. Deliveries of 
fighter/attack aircraft to the U.S. Air Force have declined from over 563 units 
in 1972, to 397 in 1983. In the same period, constant dollar per unit costs 
have risen from an average of $2.06 million per aircraft in 1968 to over $14 
million constant dollars per aircraft on average in 1983. Comparisons of 
individual aircraft constant dollar costs show an even greater growth in costs 
per unit. In 1972 for example, a first-line fighter/attack aircraft, like the 
F-4, cost approximately $2.4 million constant dollars. Today's aircraft are 
more capable and technically sophisticated than aircraft of the previous 
generation. 

This trend has several negative connotations for U.S. defense industrial 
competitiveness. Because sophisticated weapons systems are becoming more 
expensive to develop and deploy, it is difficult to procure sufficient 
quantities of aircraft to achieve optimum economies of scale in production. 

This effectively reduces the buying power of dollars appropriated for defense. 
By reducing the number of aircraft procured each year (stretching out the 
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aircraft. The French entry, the toss!ST? fi’c hIS k ' operated Saab 
purchase by Belgium and thi^l1etherl4^r— ' *’“'■ 

including the stipul!tionharth^Spn.Sti:‘'J‘'^SV5^^ 9°''®'*" sale, 

contractors to coproducrthe F-16 with th^FPr^^h®^®"^! require the U.S. 

run and promoting more efficient^us^of^^esourcer^^Thi^r'^^'’^ 
concluded in June 1975. resources. These negotiations were 

t"he^?t\\1t~ rGo\X«''Thrna«o%^“rf^J:^ -P 

essentially through work on the F 16 ItQAif provided 

shortfalls to be provided through1?te“«We {JSSe’ In"’a'dd!??on“r!:“® ^°'' 

o”n??a«rL?L^1h"rEPra'n3 p?iJS*c2T’ T' ^^”^-'<on ' 

and Pratt and Whitney. thrtSrEjG^na^ifinri'ld^J^cl^Ir^^nSSc'tl’f”;:™'" 
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0 10 percent of the procurement value of the 650 F-16s being purchased by the 
U.S. Air Force; 

0 40 percent of the purchase value of all F-16s purchased by the EP6; and 

0 15 percent of the purchase value of all “third country" sales of the F-16. 

The coproduction program with the EP6 was implemented relatively smoothly when 
compared to programs of similar sophistication. The implementation of agreed 
offsets for the initial purchase was also efficient. By 1981, the o^'^sets 
provided to the EP6 had reached a level of 52 percent of the value of the 348 
aircraft to be purchased. The program had also provided a significant amount of 
work to the U.S. prime contractors involved. The net value of the U.S. portion 
of the work involved in providing the initial order of 348 F-16s to the EPG was 
$1.27 billion in 1975 dollars. 

There have been numerous short-term gains for U.S. subcontractors who were able 
to participate in the program (i.e., those firms whose products were not 
coproduced for the EPG F-16 program). This has allowed an increase in 
production volumes by most of the participating U.S. contractors and a decrease 
in unit prices for the items produced. A 1981 study by the OOD/U.S. Air Force 
highlights these economic gains, with data obtained through a survey of F”16 
contractors incl uding General* Dynamics ;-f1arcoTri-ATiT5ntcs tTin1ted,‘ ' 
Singer/Kearfott Division, Pratt & Whitney Aircraft and Westinghouse Electric 
Corporation. Similarly, there were benefits gained through the sale of 
equipment, technology, and licensing fees that would not have been possible in 
the absence of the coproduction arrangement. 

On the other hand, coproduction raised unit costs and reduced the effectiveness 
of both U.S. and EPG defense budgets. A Rand Corporation/U.S. Air Force study 
titled "Multinational Coproduction of Military Aerospace Systems" estimates that 
the F-16 fighters, coproduced in Western Europe, are approximately 35 percent 
more costly for the EPGs than purchasing the aircraft directly from the U.S. 
manufacturer. Similarly, there were costs to the U.S. Government and private 
industry due to smaller production runs, lost R4D recoupment charges and the 
procurement of subcomponents (10 percent of total U.S. manufactured aircraft) 
from more expensive European subcontractors. 

The Rand Corporation estimated that the initial agreement with the EPG had the 
effect of increasing the system cost of the 650 F-16s built for the U.S. Air 
Force by 5 percent. The cost of offsets for U.S. follow-on orders (i.e., U.S. 
production of F-16s in excess of 650) was estimated at 8 percent of the system 
cost. However, this assumes that the alternative of having U.S. firms produce 
all of the aircraft without offsets would have been acceptable to the EPG. This 
is probably unrealistic. The real alternative might have been for the EPG to 
buy from European manufacturers, which would have significantly increased costs 
for both the EPG and U.S. 
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Of concern to U.S. industrial competitiveness is the long-term Impact of the 

including industrial process, procedures, and techniques transferred 

acknowledge that despite the increased costs, 
the F-16 MOU enhanced their industrial technology and employment base, and 
improved their trade balances vis-a-vis the U.S. 

One important selling point for the F-16 coproduction program, which may have 
long-term repercussions for U.S. industrial competitiveness, was the 

military/ commercial work. 

labor, invested capital, and technology transferred 
MOU, many EPG firms are expanding their marketing capabilities. 
Examples of new competitors to U.S. firms are cited below; 

° Netherlands is competing for new landing gear contracts with the 

!5lh transferred through the F-16 coproduction arrangement 

with the U.S. -based Menasco Corporation. 

0 Kongsberg Vapenfabrikk of Norway is entering the comnercial maritime 
gyrocompass market based on experience and technology transferred by U.S. 
corporations through the F-16 program, 

® IJ® Netherlands, in part through the technology and skills gained through 

* « • S”C«™ittte(Mrcr-part tcl (rat1rtg-1 n't h6 recently announced 
European Fighter Aircraft Program. 

The F-16 example should not lead one to conclude that on a net basis, the U S 
IS worse off on coproduction cases in general. 

Conclusions 

There are several general conclusions to be drawn on the effect of offsets on 

to ^®^® ®''® necessarily broad observations, due 

to the fact that, while offset magnitudes and frequencies of occurance have 
increased, most of the offset obligations incurred by U.S. defense export firms 
between 1980-1984 have yet to be implemented. Consequently, their full effects 

degree of precision. Analysis of the 
available data and collateral sources supports the following general 
conclusions: ^ 

0 American defense base industries are often obligated to offer offsets in 

order to participate in and remain competitive in the international 
marketpl ace. 

0 Offsets are a factor in the competition for international defense sales 

foreign purchasing governments as a trade management 
tool for the purposes of preservation of foreign exchange, the targeted 
develo^ent of selected industrial sectors, and the enhancement of the 
capability of domestic industries through technology transfer. 
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0 Offsets are increasing foreign competition, particularly at the 

subcontractor level. However, without offsets, U.S. industry faces the 
prospect of losing business. 

0 While offset- related sales of defense systems contribute to the marginal 
income of defense firms, the health of the industry depends primarily upon 
U.S. Government purchases. 

C. Empl oyment (Department of Labor) 

Except for outright grants, all purchases from the U.S., be they purchases of 
military equipment and services or civilian goods and services will, in the long 
run, be paid for by the foreign buyer in the form of goods and services of equal 
value. In the short run, such purchases can, of course, be made with loans, but 
then both the interest on such loans and the principal will have to be repaid in 
the form of goods and services. Thus, all sales abroad sooner or later generate 
"offsets," whether or not the "offsets" are provided for directly in a contract, 
as they are in the case of military sales. 

This being the case, a complete assessment of the impact of offsets must, 
therefore, take account of the unique aspects of such offsets, if any, in 
addition to those that are. present in imports and exports in general. Are there 
- such unique -factors, "and +f there 'are i {“S' their impact quantifiable? The 
answers depend largely on the unique forces that are introduced when governments 
are more active participants in trade, as they are in the case of military goods 
and services. 

The most significant difference that one can observe centers around possible 
differences in objectives. Unlike trade in general where each party seeks to 
maximize the gain from the trade, the U.S. Government has as its objective the 
maximization of the defense capability of the alliance or of the Western world 
as a whole as well as the defense capability of the U.S. Given this objective, 
the United States might, for example, be willing to subsidize a greater share of 
Western defense R&D than it otherwise would. It might also be willing to bear 
other economic costs, such as higher per unit production costs inherent in 
coproduction agreements or in other kinds of offsets. 

Similar considerations apply to the role played by foreign governments in the 
contract negotiations. Here, the government is the actual buyer of the military 
equipment and/or services. These purchases are therefore likely to involve 
political considerations as well as considerations of economy and efficiency. 
Among other things, foreign governments may have as their objectives domestic 
job creation and the acquisition of technology, in addition to, or perhaps in 
conflict with, their objectives of defense costs minimization. Such goals too 
may modify the terms of trade, the form of payments, and the international 
distribution of defense production. 
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However, contracts which involve offsets are signed, by and large, by private 

Government. Thus, the hypothesized differences are 
oartirinati!!!^^^^ Only to the extent that U.S. Government and foreign government 
participation can influence or modify the terms of trade. These and like 
considerations, or the tradeoffs they imply, are beyond the scope of this 

^ocordingly, this examination of the impact of offsets is limited 

*" trade In general! Of co^s^ 

Influence the levels of general well being, not Just the levels ’of 

^a!n?‘s;c"h“i:,§r!: zsjii 

domestic employment effects. However, the magnitudes of bot^throoSnive !nd 
negative effects and, therefore, of the net effects of such salel Sill JeoeSS 

lSto^hSL°t?Sdes!!’"®^* intensity of goods and services that enter 

is important to note that sales and offsets can generate 
substantial wployment effects even when their net employment effect is zero 

instances, there may be substantial transfer 
costs which -are incurred by workers dtTfOCatea- from- Tnaunries that are in 
competition with those producing the offsets. Such private costs are rarelv if 
ever, cancelled out by the gains in the industries that expeMenw increases 'in 
OTplojment. For this reason, this assessment will address the distributive 
effects of sa es and offsets in addition to the gains and losses in Jverll? 

^e l^elVto^be^afflJf*^d rem^bered, however, that the distributive effects too 
aSpli^Sllt.^ ^ affected by the magnitude of the gains or losses in net 

Similarly, declines in employment opportunities are likely to be less costlv 
than are declines in actual employment. This is true because a failure to 

InA »*easons, the estimation of the employment effects of sales* 

requires, first of all. a knowledge of the levels and trends in 

SlnuSrrsaul 900ds and services Involved In 

;“;n^l:ro“:?^^^a^rt"d??rt^rs^s1nc°:r^^^ 

"'‘f gon^ate po!niv?l!! 5 ^st!c 

effects. The only exception to this rule are sales that are linked to offsi^<; 

m??itar 1 '’IaT^®”Vh^r®^ih O'* ®^ceed those involved in the original 

sale. Thus, the estimation of the employment effects depends not onlv 
on the types of goods and services entering into the sales and offsets but alL 
on a knowledge of the probability of such sales In the absence !t offsets! ThU 
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probability will in turn depend, in part, on the availability of substitute 
(foreign) sources of supply of military hardware. 

Finally, the magnitude and indeed the direction of the employment effects will 
depend on a number of macroeconomic factors. Among such factors are the 
changes, if any, in the patterns of trade in other sectors of the economy, 
following or resulting from the original sales and offset arrangements. This 
point was highlighted earlier when it was pointed out that any sale abroad 
(export) must, in the long run, generate return flows of equal dollar value. 
These so-called “indirect" effects are likely to follow changes in the balance 
of trade and the concomitant changes in exchange rates or in Interest rates 
induced by changes in the capital flows between the countries in question. 

Domestic employment will, of course, also be Influenced by changes in total 
demand for defense goods and services that are induced by changes in their 
prices. It is reasonable to assume, for example, that offset arrangements are 
likely to increase the costs of defense equipment produced in any single 
country. This result can be expected to follow the reduced scale of production 
which if coupled to fixed defense outlays would reduce the defense purchases and 
therefore the defense capabilities of the U.S. Of course, such a reduction may 
be more than compensated for by the increased defense capabilities of our 
: allies. This would occur if offsets enable our allies to spend more on defense 
^ than without offsets, notwithstanding'thelT'Tregative efrects dri'the per unit 
cost of production. The employment and welfare effects of total defense outlays 
or of shifts in outlays between defense and nondefense are beyond the scope of 
this analysis. 

Similarly, this assessment does not address the question of profitability of 
defense production in the presence and absence of offsets. It is reasonable to 
assume, for example, that military sales abroad are profit-maximizing even when 
coupled to offsets. Otherwise, such offset arrangements would not form part of 
the contract. This also assumes that such contracts are entered into 
voluntarily (i.e., that they are not the result of Governmental coercion). Even 
such profit-maximizing arrangements, however, may generate direct negative 
employment effects, at least in industries that are in competition with those 
producing the offsets. Moreover, certain types of offsets, such as those 
involving technology transfers, may generate employment effects that will last 
long past the period of the initial contract. These long-term effects will, 
among other things, depend on the availability of alternative (non-U. S.) weapons 
technology and the rate of development of such technology abroad in the absence 
of offsets. Due to the lack of reliable data in these areas, a comprehensive 
examination of such long-term effects, too, are beyond the scope of this study. 

This section attempts to estimate the employment effects of such sales and • 
offsets under several alternative assumptions. Because of the uncertainties 
involved and because of the shortcomings in the data used in the analysis, the 
derived estimates are, at best, tentative and must be used with caution. 
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Methodological and Measurement Issues 

The theoretical considerations explored above provide a framework for the 
estimation of the effects of military sales and offsets on domestic production 
and employment. They do not, by themselves, provide the basis for the 
quantification of these effects. Specific estimates can be derived in only one 
of two ways. The first and most direct way is to estimate U.S. employment that 
is associated with the production of the goods and services that are involved in 
military sales and offsets. The second method is less direct. It involves a 
model which estimates the employment effects on the basis of the dollar amounts 
that are involved in sales and their associated offsets. However, for a variety 
of both data and methodological shortcomings discussed below both of these 
approaches generate highly imprecise estimates. For these reasons, the reader 
is advised to use these estimates with caution. These derived figures are 
interpreted as indicative more of the direction of the employment effects rather 
than as quantitative estimates of the true effects. 

The first method referred to above relies on corporate estimates of the number 
of employees that are required to produce the equipment and services for their 
for-eign sales and/or offsets. By their very nature, such estimates are likely 
to be imprecise. In this connection, it must be remembered that military sales 
involve mostly major weapons systems that were developed for tiie UiS. military 
serv i ces . The contracts w -both domesti c'Tind 'fdrel g'n^sal es of s'uch e'qui pment 
are fulfilled over extended periods of time and the foreign sales generally 
involve extensions of the length of the production runs rather than specific 
additions to the work force. This being the case, the manufacturer is often 
unable to provide a precise estimate of the employment impact of given sales. 

Precise estimates of the employment impact of offsets are even more difficult to 
derive. For one, offsets often involve foreign rather than domestic 
subcontractors. Also, offsets generally are implemented over longer periods 
than are sales, and some contracted offsets are never implemented. This is the 
case for at least a fraction of the so-called "best effort" offsets. 

Finally, corporations that enter into sales agreements are able to estimate 
their own employment effects. They are unlikely to know the secondary 
employment effects (i.e., the effects on firms that produce and supply the whole 
range of inputs used by the prime contractors. In any event, prior to the 
current DPA 309 survey, there were no such estimates of the employment effects 
of military sales and offsets. The estimates generated from this survey which 
are reported later on in this chapter are subject to the above-mentioned 
limitations and are therefore extremely imprecise. 

The second or indirect method of estimation is subject to somewhat different but 
equally severe limitations. Such estimates must begin with reliable information 
on trade, or rather with information about incremental changes in the dollar 
amounts involved in sales and offsets. The second step in this process requires 
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the translation of dollar changes in trade into actual or potential changes in 
domestic production. This step is important because the domestic employment 
effects, if any, can arise only from changes in domestic production. 

In this connection, it is worth noting that not all changes in the dollar 
amounts of sales and offsets impact on domestic production. For instance, U.S. 
sales of equipment produced by a foreign subsidiary do not generate changes in 
domestic production. Similarly, offsets which take the form of indirect foreign 
investment are unlikely, at least in the short and intermediate runs, to 
translate into specific changes in domestic production and employment. Finally, 
the third step in the process translates or links changes in domestic production 
into concomitant changes in domestic employment. 

Of the three steps involved in the indirect method of estimation, the first, 
namely the estimates of the dollar amounts of sales and offsets, is the simplest 
one and the easiest to implement. It is also likely to generate the most 
accurate figures. These figures are generated from contractual data supplied by 
corporations included in the DPA 309 survey. 

The second step, that of translating sales and offset data into domestic 
production effects, involves making several assumptions. For instance, excluded 
from the DPA 309 survey were sales made by foreign subsidiaries and offset 
obi i gati ons undertaken^* by~farei gn "subcontractcrrs In' addi tfoh , thi s study 
classifies offset obligations on the basis of their potential impact on 
production in either U.S. export- or import-competing industries as well as on 
the basis of indirect offsets which are unlikely to impact on domestic 
production at all, at least not in the short or intermediate runs. All of these 
assumptions and classifications introduce potential errors in the final 
estimates. 

The third and final step in this process, that of linking assumed production 
changes to employment effects, is the most complex of the three and relies more 
on faith than on science. It is therefore likely to introduce the greatest 
amount of imprecision into the derived estimates. This step employs the 
input-output (I-O) tables produced by the Department of Commerce and used by the 
Departments of Conmerce and Labor, as well as a number of other agencies. These 
tables, produced once about every five years, show the relationship between 
dollar amounts of final output and the various inputs used in that year to 
generate that output. These tables show the labor content of dollar outputs by 
industry. 

Unlike the survey responses, the input-output approach has the virtue of 
including the secondary (i.e., supplying industries), in addition to the 
primary labor inputs or requirements. They thus enable one to estimate the- 
indirect labor requirements as well as the direct labor requirements of given 
dollar production levels. Unfortunately, these tables were not designed to 
reflect the changes in labor use or in employment that result from a given 
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Firially, the proportionality assumption is least likely to hold in the case of 
trade in military hardware. As was suggested above, unlike goods in general, 
extra sales of military hardware often lead to extensions of the production runs 
of already developed and produced weapon systems. These extensions are of 
finite length until replacement or newer weapon systems are developed. Given 
the substantial fixed costs involved in their development and in the setting up 
of initial production runs, marginal extensions of these runs cannot possibly 
require proportionate increases in inputs, including the input of labor. 

In addition, the use of the I-O matrix assumes implicitly that the sales and 
offsets generate effects in the industries in question and that there are no 
balancing effects elsewhere in the economy resulting from such things as changes 
in exchange rates, capital flows, and so forth. This is equivalent to assuming 
that increases in sales produce equal increases in domestic GNP, whereas 
increases in offsets result in equal declines in domestic GNP. This is unlikely 
to be the case since, among other things, all increases in sales (exports) must 
be paid for with increased offsets (imports), at least in the long run. Such 
reasoning implies that as far as the economy at large is concerned, the 
employment effects of sales and offsets on the affected industries are likely to 
be balanced with opposing employment effects in the rest of the economy. These 
latter effects are not accounted for in the I-O approach. As a consequence, 
these estimates can at best be regarded as estimates of the effects on the 
' industries dtrectTy-affected 1)y^aTcs“im?l"dffS6tsV“tibt rs the'emploimient effects 
of such sales and offsets on the U.S. economy as a whole. 

For these and other reasons, this report presents the estimates derived by both 
the direct and indirect methods described above. The estimates derived by these 
two estimates should bracket the actual effects in the industries in question. 
However, the employment effects on the economy at large are likely to be smaller 
than the lowest of our derived estimates. This conclusion is supported by 
theoretical considerations as well as by several major studies of the impact of 
changes in trade patterns on overall domestic employment. 

The Estimation of Employment Effects of Sales and Offsets . 

As discussed above, the estimates of the employment effects of sales and offsets 
are derived either from the DPA 309 survey estimates of the changes in 
employment that resulted from these sales and offsets or from the employment 
effects of the same sales and offsets as derived from the I-O tables. The raw 
data for these two sets of estimates are provided by the DPA 309 survey. Prior 
to the development and presentation of those estimates, however, it is necessary 
to recall that both of the methods employed in this study generate biased 
estimates of the employment effects in the industries affected by the sales and 
offsets. But the second set of estimates, those produced by the I-O method, 
cannot and should not be considered as representing the upper limit of the • 
actual employment effects. In fact, the data from the same survey reveal that 
the upper limits of the actual effects are likely to equal only about one-third 
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^5 estimated by means of the I-O tables. The same data plus knowledge 

of the direction of the biases suggest that the lower limits of the actual 
OTployment effects are likely to be in the neighborhood of those derived from 
the industry responses to the DPA 309 survey, the first method of estimation. 

Industry Estimates of Employment Effects 


‘considerations in mind, the row labeled “sales" in Tables II.C.l 
and n.C.2 present the estimates of the employment effects, by industry, of 

M survey responses. The estimetes to the 

sales rows of both of these tables are generated from the same set of responses. 
However, several of the responses (those representing about $292 million of 

poncent) were too vague to determine whether 
they represented the average employment effects for each year of the life of the 
contracts or whether they represented estimates of the total employment effects 
These responses are assumed to reflect the total employment effect in the 

reported in the sales rows of Table II.C.2. The figures 
in these two tables show that the employment effects of the added domestic^ 

agre^ents concluded during the period 1980-1984 
were 29,212 or 33,117 job opportunities, depending on the interpretation given 

J" addition, of the eight three-digit SIC i-ndustries 
affected by these • sal^v- 8Tr percent-(i'ab1'B' M-.^. I'^ ’and '74"perceht ( Tab! e’ 'in C.2 ) 
of the gains in job opportunities occurred in the aircraft industry. 

are based on responses which 

are likely to contain errors of measurement,. possibly sizable errors of 
measurement. These errors are likely to be present notwithstanding the 
retrospective nature of many of our survey responses. These responses are based 
on industry estimates derived in mid-1985 of the employment effects of sales and 
offset agreements concluded during the years 1980 through 1984. However, there 
IS 00 a priori reason to believe that the errors of measurements in this survey 
^’?"’^^‘cantly greater than those present in other government surveys, 
including census employment and manufacturing surveys. Given the rather large 
sample, the random errors of measurement can be expected to cancel one another 
leaving the estimates of the average employment effects presented in Tables ’ 

discussed^below!^ t^airly stable and reliable, though subject to the reservations 
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TABLE II.C.l 

Direct Employment Impact of Military Sales and Offsets: 

Based on Responses by Prime Contractors Holding Contracts with Offset Obligations Greater than $2 Million 

Imprecise Responses Interpreted as Total Employment Effect 

(Number of Job Opportunities) 


SIC Industry Description Category 


239 Miscellaneous Fabricated Textile 

Products Offsets 

348 Ordnance and Accessories Except 

Vehicles and Guided Missiles Sales 

351 Engines and Turbines Sales 

Offsets 

Net 

366 Communication Equipment Sales 

Offsets 

Net 


367 Electronic Components and Accessories., Sales 


Offsets 

Net 

371 Motor Vehicles and Motor Vehicle 

Equipment Sales 

372 Aircraft and Parts Sales 

Offsets 

Net 

376 Guided Missiles and Space Vehicles 

and Parts Sales 

Offsets 

Net 


379 Miscellaneous Transportation Equipment. Sales 
737 Computer and Data Processing Services.. Offsets 

TOTALS Sales 

Offsets 

Net 


1980 

1981 

1982 

1983 

1984 

Total 

0 

0 

0 

0 

-3 

-3 

0 

0 

22 

66 

149 

237 

0 

113 

205 

143 

123 

584 

0 

-16 

-30 

-21 

-18 

-85 

IT 

“97 

m 


To? 

*455' 

246 

445 

327 

461 

606 

2.085 

-81 

-147 

-103 

-88 

-81 

-500 

T5? 

797 

72f 

ITS 

525 

1,585 

0 

70 

149 

127 

353 

699 

0 

-29 

-82 

-87 

-67 

-265 

0 

“41 

“67 

“40 

■256 

T3T 

0 

0 

111 

321 

224 

722 

2»244 

4.776 

4.139 

4.935 

7.565 

23,659 

+20 

-263 

-519 

-369 

-662 

-1,793 


TTSTJ 

3.6M 

■47556 

57551 

21,565 

102 

227 

204 

163 

195 

891 

0 

-4 

-7 

-5 

-8 

-24 

102 

223 

197 

158 

187 

867 

21 

40 

28 

59 

187 

335 

0 

0 

-26 

-47 

-33' 

-106 

2.613 

5.671 

5.251 

6.275 

9,402 

29.212 

-61 

-459 

-767 

-617 

-872 

-2.776 

2.552 


TCm 



26,436 


I » 
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table II. C. 2 

„ ^ ^ Direct Employment Impact of Military Sales and Offsets: 

Based on Responses by Prime Contractors Holding Contracts with Offset Obligations Greater than $2 Million 


Imprecise Responses Interpreted as Employment Per Year 


(Number of Job Opportunities) 


SIC Industry Description 

239 Miscellaneous Fabricated Textile 

Products 

348 Ordnance and Accessories Except 
Vehicles and Guided Missiles . 
351 Engines and Turbines 


366 Communication Equipment 


367 Electronic Components and Accessories.. 


371 Motor Vehicles and Motor Vehicle 

Equipment 

372 Aircraft and Parts 


376 Guided Missiles and Space Vehicles 
and Parts 


379 Miscellaneous Transportation Equipment. 
737 Computer and Data Processing Services.. 

TOTALS 


Category 

1980 

Offsets 

0 

Sales 

0 

Sales 

0 

Offsets 

0 

Net 

3* 

Sales 

246 

Offsets 

-81 

Net 

165* 

Sales 

0 

Offsets 

0 

Net 

0 

Sales 

0 

Sales 

2,244 

Offsets 

+20 

Net 

7:m 

Sales 

102 

Offsets 

0 

Net 

To? 

Sales 

150 

Offsets 

0 

Sales 

2,742 

Offsets 

-61 

Net . 

2.681 


1981 

1982 

0 

0 

0 

103 

113 

205 

-16 

-30 

97 

T75 

445 

426 

-147 

-103 

298 

■^23 

70 

149 

-29 

-88 

“TT 

"sr 

0 

177 

4,776 

4,259 

-263 

-542 


TTrrr 

227 

204 

-4 

-7 

22 J 

T97 

277 

199 

0 

-26 

5,908 

5,722 

-459 

-796 

5,449 

4,926 


1983 

1984 

0 

-33 

320 

528 

143 

123 

-21 

-18 

T?? 

IDS’ 

640 

738 

-88 

-81 

552 

657 

127 

353 

-99 

-75 

28 

im 

321 

224 

5,248 

7,892 

-411 

-691 

77537 

77 m 

163 

195 

-5 

-8 

158 

187 

418 

1,312' 

-47 

-33 

7,380 

11,365 

-671 

-939 

6,709 

10,426 


Total 


-33 

951 

584 

-85 

2,495 

-500 

1,995 

699 

-291 

‘' 405 ' 

722 

24,419 

-1,887 

??,532 

891 

-24 

867 

2,356 

-106 

33,117 S 
-2,926 5 ^ 
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Aside from random errors, the employment data generated from the DPA* 309 survey 
contain several biases which are likely to either under or overestimate the 
total employment effects of military sales and offsets. To begin with, the 
corporate responses to the survey request to "briefly describe the domestic 
employment impact on your firm of (a) the sales agreanent and (b) the resulting 
offset obligation" will only generate the direct employment effects. This 
question is unlikely to elicit responses on the employment effects in industries 
which supply inputs to the firms in the survey (i.e., the indirect employment 
effects). To this extent, the estimates presented in the sales rows of Tables 
II.C.l and II. C. 2 systematically understate the total employment effects of 
military sales agreement concluded during this five-year period. 

A second downward bias in the estimates is due to non-responses, as well as to 
responses which were subjective in nature. The latter group of responses did 
not provide quantitative estimates of the employment effects, though 57 of them 
indicated that the employment effects of these sales were positive. 

The importance of these non-responses plus the subjective responses is revealed 
by a comparison of the sales implementation figures presented in Tables II. C. 3 
and II. C. 4. These show, respectively, the dollar value of all sales 
implementations (Table II. C. 3) and the sales implementations of firms which 
provided definitive estimates of their employment effects (Table II.C.4).^ T^^^^^ 
difference in these two sets of*f+gures,"or about '^.6' UflUW, TiepresiBnts about 
16.1 percent of the sales agreements implemented during the years 1980-1984, 
Inclusive. This difference is likely to lead to a proportionate underestimation 
of the employment effects, assuming that the labor intensity involved in the 
production for non-response sales equaled, on the average, the intensity for 
firms which provided definitive estimates of their sales employment effects. 

Similarly, firms which had sales that included offset obligations of less than 
$2 million were not asked to provide employment estimates, either for those 
sales or for the resulting offset obligations. As a consequence, the estimates 
of the employment impact of such sales are not included in the sales row of 
Tables II.C.l and II. C. 2. 

On the other hand, the estimates included in these two tables contain at least 
one upward bias concerning the direct employment effects of sales with offset 
obligations of $2 million or more. This bias arises from the fact that the 
firms included in the sample are limited to those which signed, what were 
presumably, profitable military sales contracts, notwithstanding the resulting 
offset obligations. If the responses contain a bias, they are likely to 
overstate the positive employment effects of the sales and understate the 
negative effects of the offsets. 
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TABLE II.C.3 

Military Sales Implementations for Contracts with Offset Obligations Greater than $2 Million: 

All Survey Respondents 

(thousands of current dollars) 


SIC 

Industry Description 

1980 

1981 

1982 

1983 

1984 Total 

348 

351 

Ordnance and Accessories Except 

Vehicles and Guided Missiles 

Engines and Turbines 

0 

0 

50,320 

53,334 

0 

640,376 

15,292 

4 080 

3,785 
169 4QP 

20,376 

107 11/1 

37,721 

214,400 

83,421 

178,795 

54,672 116,554 

392,755 1,083,762 

119,515 409,010 

306,441 806,815 

43,643 146,492 

1,983,110 7,132,575 

54,468 160,094 

60.195 100,259 

1,929 6,219 

4,450 4,450 

366 

367 
371 

Communication Equipment 

Electronic Components and Accessories., 
Motor Vehicle and Motor Vehicle 
Equipment 

91.178 

126,544 

Q Rna 

, 1 IH 

64,576 

141,700 

17 OAA 

372 

Aircraft and Parts 

1,513,039 

716 

Of, 049 

1.453,054 

in 901 

1,542,996 

oo ono 

376 

Guided Missiles and Space Vehicles 
and Parts . 

379 

Miscellaneous Transportation 

Equipment 

ox , f oo 

ft 771 

oU,47l 

2o,o0o 

1 o c ii n 

737 

Computer and Data Processing Services.. 
Miscellaneous 

0 

0 

O, / f J 

0 

0 

/ ,00£ 
1,525 

0 

19 , 549 
2,764 

0 


TOTAL 

763,402 

1,948,050 


2.169.454 

3,021,179 9,966,229 




c,U04, 149 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


TABLE IIoC.4 

Military Sales Implementations for Contracts Which Gave Numerical Labor Impact Estimates 

(thousands of current dollars) 


SIC 

Industry Description 

1980 

1981 

1982 

1983 

1984 

348 

Ordnance and Accessories Except 

Vehicles and Guided Missiles 

0 

0 

5,761 

18,462 

33,707 

351 

Engines and Turbines 

0 

70,200 

127,200 

88,800 

137,871 

366 

Communication Equipment 

49,712 

90,076 

63,807 

80.555 

106,127 

367 

Electronic Components and Accessories.* 

3,042 

24,362 

49,041 

47,147 

62,434 

371 

Motor Vehicle and Motor Vehicle 
Equipment 

0 

0 

31,495 

57,068 

39.840 

372 

Aircraft and Parts 

632,433 

1,492,115 

1.431,172 

1,514,282 

1,934,781 

376 

Guided Missiles and Space Vehicles 
and Parts 

4,762 

12,656 

16,971 

16,878 

19,496 

379 

Miscellaneous Transportation Equipment. 

4,080 

8,773 

6,662 

19,549 

60,195 


TOTAL 

694,028 

1,698,181 

1,733,110 

1,842,741 

2,394,450 
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424,071 

390,276 

186,026 

128,403 

,004,783 

70,763 

100,259 

1,362,511 
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pffir?! ^ployment effects, but are likely to overstate the dirLt 

effects of the sales for which the firms provided uverscace cne oirect 

definitive employment estimates. 

Finally, the figures reported in the sales row of Tables II C 1 and IT r 9 aro 

nf the lower bound estimates of the combined transactions 

oJhpr offsets. These net employment effect^dlpend S^seJel^al 

sales assumptions one makes about the likelihood of such 

^ 1 ? absence of the contractually linked offset obligations These 

fhic cJail employment estimates derived by means of the I-O tables At 

this stage, it seems reasonable to derive the net effects of such salec hv 
subtracting the estimates of the effects of offsets Soorted in thro?fset m.. 
rom those estimates reported In the sales rows of Tables II C 1 and II c 2 
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nthfrVhaJ Teason, the employment effects of offsets affecting industries 

.rr« “ .:s;: srs;:*.*™ jtis’.ar*'-" '™ •“ 

assessing the employment effects have an incentive to 
understate rather than overstate them as was the case with s;)1p« xwa /•ha 

of^thr°" suggests that we should consider the industry estimatL^" 

of the employment effects of offsets as the lower bound es^materof th^actS^ 

other words, the actual effects of offsets a^rTi'klly to 5e oreatlr 
than those recorded in the offset row of Tables II.C.l and II.C.2^^ greater 

Unlike the sales, where most of the production effects were pvnpri/bn/.o,a h.. **. 

S: res^onde^s to thTSpAlol f^fve^K the Offsets 

ay have had an impact on a large number of subcontractors As a conspnnpnrp 

to the underestimation of the Indirect employment effects only. 

th! employment question was substantially greater in 

the case of offsets than in the case of sales. This is apparent froma 
caparison of the figures in Tables II. C. 5 and II. C. 6 with^those in Tables 

II. c. 5 shows the dollar amounts of offset 
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slightly more than $2.4 bi^?^?or thrpeM^ 980^?9M 
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definitive employment estimates was about $788 million, or about 33 percent of 
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the total. This means that value wise about two-thirds of the firms with offset 
obligations did not or were unable to provide estimates of their employment 
effects. The comparable figure for sales was only about 16 percent. 

In part, this difference between sales and offsets is explained by the greater 
difficulty in estimating the employment effects of offsets, especially since a 
substantial fraction of offsets, over 43 percent, is associated with 
“best-effort" agreements which are non-binding. These offset agreements may 
never be fully implemented and may, therefore, have fewer, if any, domestic 
employment consequences. In part, however, the smaller percentage of responses 
may reflect the prime contractors inability to estimate the employment 
consequences of offsets that are implemented by other firms. This factor would 
tend to introduce a greater downward bias in the estimates for offsets than for 
sales. 

Prior to proceeding with the second method of estimation, the reader should note 
that the particular biases apply only to the first method of estimation. Thus, 
the conclusion that the net employment effects in Tables II.C.l and II. C. 2 are 
likely to overstate the actual effects is a conclusion about the lower bound 
estimates of these effects, not about the actual employment effects which will 
lie somewhere in between those derived here and those derived by the second 
method. 

Employment Effects Derived From I-O Tables - - 

The virtue of the first method of estimation is that it relies on a firm's 
knowledge of its own production process in its derivation of the estimates of 
the employment effects of specific sales and offsets. Were it not for the 
bias arising from the firm's inability to estimate the indirect employment 
effects, this would be the preferred method to generate the estimates. Given 
these limitations, a second method is used, though this method too has many 
biases of its own. Fortunately, the biases associated with these two methods 
generally work in opposite directions. This may result in a bracketing of the 
actual employment effects. In addition, the data provided by the survey enables 
us to narrow the range of estimates provided by these two methods by a 
considerable amount. 
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of 


Offset Impl mentations Based on Actual Implementations 
Contracts with Offset Obligations Greater t^M?M???i on 


(thousands of current dollars) 


SIC 


Industry Description 


1980 


339 

344 

348 

349 
351 
354 

356 

357 

362 

366 

367 
369 

371 

372 
376 

381 

384 


Miscellaneous Primary Metal Products.. . 
Fabricated Structural Metal Products.. 
Ordnance and Accessories Except 

Vehicles and Guided Missiles 

Miscellaneous Fabricated Metal Products 

Engines and Turbines 

Metalworking Machinery and Equipment .. 
General Industrial Machinery and 

Equipment 

Office Computing and Accountinq 

Machines 

Electrical Industrial Apparatus ....... 

Communication Equipment 

Electronic Components and Accessories!.’ 

Miscellaneous Electrical Machinery 

Equipment and Supplies 

Motor Vehicles and Motor Vehicle 

Equipment 

Aircraft and Parts 

Guided Missiles and Space’vehicies 

and Parts 

Engineering Lab Scientifirand ’Research 
Instruments 

Surgical Medical and Dentai instruments 
and Supplies 


0 

0 

0 

0 

10.000 

0 

0 

1,600 

1.000 

1,354 

45,166 

0 

0 

90,610 

14,296 

0 

0 


(continued) 


1981 

1982 

1983 

1984 

2,697 

43 

1,997 

0 

1,378 

17 

1,072 

19 

0 

0 

19.685 

0 

104 

912 

7.263 

13,000 

14,186 

2,356 

31,972 

7,000 

61.026 

11,273 

50,371 

8,000 

667 

1,404 

10,718 

12,266 

159 

2,000 

6,414 

54.337 

1.692 

0 

28,931 

78,379 

4,682 

0 

19,868 

88.066 

0 

766 

49,786 

198,170 

1,295 

167 

10,963 

6,333 

0 

256,648 

2,892 

134,946 

6.185 

248,710 

3,826 

435,420 

38,795 

38.510 

38,970 

1,242 

0 

0 

0 

10,246 

0 

0 

0 

20,000 
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Total 


7,144 

79 

75,316 

14,541 

119,291 

28,000 

25,055 

8,133 

3,766 

15,233 

464,118 

18,758 

12.903 

. 166,334 

131,813 

10,246 

20,000 
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(Table II. C. 5 — continued) 


SIC Industry Description 

399 Miscellaneous Manufacturing Industries. 
505 Metals and Minerals Except Petroleum 

Export/ Import Wholesale 

701 Hotels, Motels, and Tourist Courts .... 
737 Computer and Data Processing Services.. 

807 Medical and Dental Laboratories 

899 Services Not Elsewhere Classified 

509/ Miscellaneous Goods Export/Import 

519 Wholesale 

Miscellaneous (See table 15) 

TOTAL 


1980 

1981 

1982 

1983 

1984 

0 

0 

215 

78 

11,636 

0 

0 

0 

7,811 

7,514 

0 

3,300 

4,750 

1,700 

8,250 

5»000 

4,150 

657 

2,184 

2.764 

0 

0 

0 

0 

8,556 

741 

2.255 

1,251 

968 

996 

400 

3,100 

1,100 

700 

20,000 

743 

3,780 

13,969 

18,331 

49,704 

^0,910 

402,525 

336,889 

518,543 

988,186 


Total 


11,929 

15,325 

18,000 

14,755 

8,556 

6,211 

25,300 

86,527 

2,417,053 
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SIC 

339 

348 

349 
351 
354 
356 

362 

366 

367 
369 

371 

372 
376 

381 

399 

505 

701 

737 

899 


table IIX .6 

Offset Implementations Based on Actual 
for Contracts Which Gave Numerical Labor 


Implementations 
Impact Estimates 


(thousands of current dollars) 


Industry Description 

1980 

1981 

1982 

1983 

1984 

Total 

Miscellaneous Primary Metal Products.. 
Ordnance and Accessories Except 

Vehicles and Guided Missiles 

0 

n 

2,697 

1,997 

1,378 

1.072 

7.144 

Miscellaneous Fabricated Metal Products 
Engines and Turbines 

0 

1 n nnn 

u 

0 

19,685 

0 

0 

912 

11,718 

2,346 

30,499 

10,669 

42,217 

13,927 

97,088 

28,000 

Metalworking Machinery and Equipment .. 
General Industrial Machinery and 
Equipment 

iu,uuu 

0 

n 

7,263 

13,000 

31,972 

7,000 

28,168 

8,000 

Electrical Industrial Apparatus , 

Communication Equipment 

Electronic Components and Accessories.. 
Miscellaneous Electrical Machinery 
Equipment and Supplies 

U 

0 

1.354 

178 

n 

0 

0 

6.414 

27,091 

831 

0 

28,931 

21,170 

1,954 

0 

19,868 

32,052 

1,590 

766 

49,786 

41,529 

4,375 

766 

106,353 

122,020 

Motor Vehicles and Motor Vehicle 
Equipment 

u 

n 

0 

0 

0 

46 

46 

Aircraft and Parts 

U 

1 n 

0 

2,892 

6,185 

4,100 

13,177 

Guided Missiles and Space Vehicles 
and Parts 

iU 

n 

bo, 503 

59.782 

65,410 

101,953 

285,658 

Engineering Lab Scientific Research 
Instruments 

U 

n 

186 

372 

0 

0 

558 

Miscellaneous Manufacturing Industries. 
Metals and Minerals Except Petroleum 

Export/ Import Wholesale 

Hotels, Motels, and Tourist Courts 
Computer and Data Processing Services.. 
Services Not Elsewhere Classified 
Miscellaneous 

u 

0 

0 

0 

0 

741 

0 

0 

0 

100 

58 

2,255 

0 

530 

0 

0 

0 

1,267 

0 

78 

7,811 

0 

2,598 

545 

10,436 

11,587 

7,514 ' 
24 
3,729 
1,021 

10,436 

12,195 

15,325 

124 

6,385 

5,829 

115,791 

788,414 

TOTAL 

ODc 

12,835 

2,095 

119,084 

1.843 

140,790 

3.099 

194,014 

9,202 

321,691 
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The strength of the second method lies In its ability to estimate the indirect 
as well as the direct employment effects. But it achieves both of these tasks 
in a round-about manner, requiring the introduction of a number of assumptions, 
each subject to significant error. This method begins with the dollar amounts 
Involved in the sales obligations and offset implementations provided by the 
individual respondents to the DPA 309 survey. These dollar values do not, 
however, translate directly into employment effects. For one, the dollar 
amounts spent in different industries will generate different employment effects 
depending, among other things, on the quantities of labor (the labor 
intensities) required to produce their respective products. Though presunably 
known by the individual respondents, these labor-output relationships are 
available to outsiders only on an industry wide basis. This requires the 
estimation of sales and offset obligations incurred by industries, not those 
incurred by firms. 

The dollar values of sales obligations incurred by industries are presented in 
Table II. C. 7. The figures in this table show that during the period 1980-1984, 
the firms in the sample concluded foreign sales agreements amounting to about 
$22.4 billion. They also show that nearly 64 percent of the agreements were 
signed by firms in the aircraft industry alone and that about 89 percent of the 
sales agreements involved just three industries; engines and turbines, 
electronic components and accessories, and aircraft and parts. These 
percentages are based on the sub- total of sales which had offset obligations of 
$2 million or more, the only sales for which the industrial distribution is 
available. 

The second step in this process Involves the estimation of dollar expenditures 
streams which more nearly parallel the annual production levels. This is 
necessary because the total dollar sales figures provided by respondents are 
implemented over many years, sometimes over periods lasting more than 20 years. 
The far distant sales do not, however, affect current or near-term production. 
By extension, the total sales figures do not properly reflect the near-term 
employment effects. The sales implementation figures were not, unfortunately, 
provided by the firms in the sample. Estimates of these figures are presented 
in Table II.C.8. 
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Dollar Value of Mil 


table II.C.7 

Itary Sales Obligations, by Year and Industry: 


All Respondents 


(thousands of current dollars) 


SIC 

Industry Description 

1980 1981 

1982 

1983 

1984 

Total 

SALES with Offset Obligations nf Greater than t2 MllUnn. 





348 

351 

Ordnance and Accessories Except 
Vehicles and Guided Missiles 

Engines and Turbines ..... 

0 32,347 

0 1,448,652 

115,542 

72,126 

155,327 

375,342 

3.233,064 

831,150 

2,227.501 

366 

Comniunlcatlon Equipment . 

0 

0 

1,784,412 

36/ 

371 

tiectronic Components and Accessories 
Motor Vehicles and Motor Vehicle 
Equipment 

HOUyUOO 0 

455,850 255,588 

0 29,949 

5,473,301 3,014,521 

130,700 34,420 

7,896 

171,365 

231,845 

399,532 

161,324 

945,166 

372 

376 

Aircraft and Parts 

Guided Missiles and Space Vehicles 
and Parts 

269,189 

33,563 

0 

3,372,845 

0 

2,050.245 

299,138 

13.944,480 

379 

Miscellaneous Transportation 

Equipment 

31,201 

0 

258,005 

454,326 

737 

COTputer and Data Processing Services 
Miscellaneous 

11^800 

0 0 

0 

13,037 

114,308 

0 

259,688 

0 

420,666 

13,037 


SUBTOTAL 

0 0 

C COA M AMO. 

0 

0 

38,038 

38,038 



SALES with Offset Obligations nf Less Than $2 MilHnn. 

641,793 

4,190,656 

5.652,205 

21,836,730 


SUBTOTAL 


69,000 




TOTAL 


fc^buO 125, 70u 

140.500 

155.700 

563.500 


6,597,406 4,952,977 

710,793 

4,331,156 

5,807,905 22,400,230 


'■nI 
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TABLE II.C.8 

Estimated Military Sales Implementation Values by Year and Industry 
(thousands of current dollars) 


SIC 

348 

Industry Description 

1980 

1981 

1982 

1983 

1984 

Total 

Ordnance and Accessories Except 



20,825 

38,699 

56,044 

119,411 

Vehicles and Guided Missiles 

0 

3,843 

351 

Engines and Turbines 

0 

172,110 

313,881 

219,958 

402,607 

1,108,557 

366 

Communication Equipment 

50,879 

92,586 

65,999 

85,583 

122,513 

417.561 

367 

Electronic Components and Accessories 

53,927 

128,499 

144,822 

183,430 

314,128 

824,806 

371 

Motor Vehicles and Motor Vehicle 

0 

3,558 

38,678 

63,095 

44,738 

150,069 

372 

Aircraft and Parts 

647,496 

1,536,409 

1,485,069 

1,582,996 

2,032.856 

7,284,825 

376 

Guided Missiles and Space Vehicles 
anH Pa rts 

15,462 

32,226 

30,959 

29,041 

55.834 

163,522 

379 

Miscellaneous Transportation 

Faul Dinent 

4,125 

8,909 

7,831 

20,056 

60,705 

102.626 

737 

Computer and Data Processing Services 
Miscellaneous (See table 15) 

0 

0 

0 

0 

1,559 

0 

2,835 

0 

1,978 

4,562 

6,372 

4,562 


TOTAL 

771,890 

1,978,139 

2,109,623 

2,225,693 

3,096,965 

10,182,310 
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figures presented In Table II. C. 8 were derived on thp 

S 'MilSL'" F"' !»=■““ “'-!« fF 

Implemented by the end of 1984 if thlca >cc ^ percent 

$10.2 billionVf thr$2^4 Mm-o^w^rth^^ *'*® about 

1980-1984 were implemenL dun-JJ tMs pe?[od! during 


liSSflSp^^^ 

indu5tries!*'flits Is'acMeved by TOan^of”I*0°and^aSo «"P'oy"ent effects across 

d“!:^fa^'’e™;e2d^t'o^:rfo“d«esn^ ?!:i„«??es “?h«re«? 7’»J”-"‘e"ecJrif 

s-Hi Sm 

or «ore of the job opportunities occurred io t^eiiJJJaftl^distJy a?ohr'"""* 

In fact, even the direct employment effects of these sales ^rp An ^ 

Sb'lifcHliS »^»“'2”!5srori3iSo^^:h”p75,?«??b/r' 
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TABLE II.C.9 

Direct and Total Employment Effects of Military Sales by Industry: All Respondents 

(Number of Job Opportunities) 


Employment Effect/ 
Industry Description 


Direct Employment Effect 


348 Ordnance and Accessories Except 

Vehicles and Guided Missiles 

351 Engines and Turbines 

366 Communication Equipment 

367 Electronic Components and Accessories 

371 Motor Vehicles and Motor Vehicle 

Equipment 

372 Aircraft and Parts 

376 Guided Missiles and Space Vehicles 

and Parts 

379 Miscellaneous Transportation 

Equipment 

737 Computer and Data Processing Services 
Miscellaneous (See table 15) 


TOTAL 


1980 

1981 

1982 

1983 

1984 

Total 

0 

38 

181 

244 

342 

805 

0 

1,394 

2,637 

1.848 

3,181 

9,059 

722 

1,222 

838 

1,018 

1,323 

5,124 

1,030 

2,287 

2,462 

2,715 

4,115 

12,609 

0 

29 

294 

410 

268 

1,002 

8,676 

19,051 

17,078 

16,147 

18,702 

79,655 

156 

348 

56 

470 

73 

1,103 

50 

102 

80 

148 

444 

824 

0 

0 

38 

65 

44 

147 

0 

0 

0 

0 

61 

61 

10,635 

24,471 

23,664 

23,065 

28,554 

110,389 


Total Employment Effect 


348 Ordnance and Accessories Except 

Vehicles and Guided Missiles 0 

351 Engines and Turbines 0 

366 Communication Equipment 1,669 

367 Electronic Components and Accessories 2,125 

371 Motor Vehicle and Motor Vehicle 

Equipment 0 

372 Aircraft and Parts 19,101 

376 Guided Missiles and Space Vehicles 

and Parts 345 

379 Miscellaneous Transportation Equipment 111 

737 Computer and Data Process! no Services 0 

Miscellaneous (See table 15) 0 

TOTAL - 23,351 


97 

494 

700 

936 

2,227 

4,096 

7,408 

4,839 

8,334 

24,677 

2,768 

1,907 

2,277 

2,977 

11,598 

4,793 

5,228 

5,888 

9,078 

27,112 

92 

971 

1,407 

926 • 

3,396 

41,176 

37,424 

35,143 

40,860 

173,704 

699 

703 

894 

1,072 

3,713 

, 221 

180 

337 

956 

: 1,806 

0 

49 

81 

55 

1,855 

0 

0 

0 

122 

122 

53,943 

54,363 

51,566 

65,317 

248,540 
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second method, the reader should 

recall the earlier discussion of the upward biases introduced by this method 
^,1'’ ^*^6 estimation of the indirect employment effects of sales and’ 
offsets. These biases are largely responsible for the refusal on the oart of 
many experts and agencies to use this method for the derivation of the^ 

effects of exports and imports. This study, too, would not use this 

II C 1 and^TiV”?^ ^°i^ fact that the industry estimates included in Tables 
II*C,2 exclude a number of sales and are unable to capture the 

I cT^rfS the data shown in Tables Il!c!l and 

DPA^309 surJiv nS '^‘’’"tunately . information provided by the 

of what irorihahii^thf^ ! emplo^ent effects can be used to estimate the size 
nr Thf^T^n '"ost significant bias in the estimates derived bv means 

of thP information is used below to calculate the upper bounds 

Of the actual employment effects of sales and offsets. ^ 

«.ployn,eM effects This Interpretation Is made In o"e? tf^ WnatftSe 
1nd?rMt effLtS JJrf fir"*' arising from their exclusions of the 

■ S F:n? 

their entire output, as is the case in the I-O tables. 

Under the above assumptions, the estimates provided by the firms must be viewed 

Of the direct employment effects in the firms which 
provided definitive employment effects. These are "upper imitf" b^ause Jhe 

oversJal'^Jjr^ are positive (i.e., the responding fifSs hiJ^L iS?ve ?o 
?e7lt“g 5?fse? iSllgaSSi^r"* *"'**’ the 

This reasoning suggests that the upper bounds of the total emplovment effects 

i:? estimated by adju7ng7"eft?m2« 

derived by method two downward. This is done on the basis of the ratio of thf 
estimates of method one to those of method two derived for the direct emolovmpnt 

pJIseJted iJ^Tab?ril‘'c\o^Ind Estimates of these employment effe?ts^re 

i5 ?rg4a^r?:‘;i: 

the estimates of the direct employment effects. ® 
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TABLE II.C.IO 

Direct Employment Impact from Military Sales Implementations for Contracts 
Which Gave Numerical Labor Impact Estimates 

(Number of Job Opportunities) 


SIC 

Industry Description 

1980 

348 

Ordnance and Accessories Except 



Vehicles and Guided Missiles 

0 

351 

Engines and Turbines 

0 

366 

Communication Equipment 

706 

367 

Electronic Components and Accessories 

58 

371 

Motor Vehicles and Motor Vehicle 




0 

372 

Aircraft and Parts 

8,475 

376 

Guided Missiles and Space Vehicles 




48 

379 

Miscellaneous Transportation 




49 


TOTALS 

9,336 


1981 

1982 

1983 

1984 

Total 

0 

50 

116 

206 

372 

569 

1,068 

746 

1,089 

3,472 

1,189 

810 

959 

1,147 

4.809 

434 

834 

698 

818 

2,841 

0 

239 

371 

239 

849 

18,502 

16,458 

15,446 

17,800 

76,681 

137 

31 

273 

25 

514 

100 

78 

145 

433 

806 

20,930 

19,569 

18,754 

21,757 

90,345 
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The adjusted upper bound estimates together with the lower bound est'imates of 
the net employment effects are presented in Table II.C.13. PMor to ?heir 
presentation, however, it is worthwhile to examine the estimates of thp ;)Hi/opca 

somewhat differently, the employment effects of offsets were 

hnth'^tho^wAii® ">anner as were those for sales. In the case of offsets 

II C IzVaJd n employment estimates i^^Ibles 

u.u.iif A and II.C.12-B are organized on the basis of their potential imnart nn 

either exporting industries, import competing industries, or on oossibl v^othpr 
domestic industries, if at all. Thus, bffsets which involve wof^uJt on 

ix5o?n f?om ?hru"s*"\he^drJMfh'' as reducing the 

Kre/rHsr “ “ "'i'rri-vsr"' 

wnicn IS likely to affect import competing industries. Since manv of tho 

This three- fold classification of offsets is a useful one in that it helo«; nnp 

opportunities estimated here «iy be interpreted as ?S ?2e ttoith 

may, or course, rise or fall, but such changes will be the result nr nthor 

declines or increases in domestic demand. The contribution of 
[“'■*'9" sd'es alone will simply be a reduction In tht me 
growth of employment, not an actual employment decline. 

Countertrade, on the other hand, results in imports into the U S and is 

fijtttrftt r:]irE:« 

are operating at the same time. But the Impact of this "tegorrof offsets 

oiiV^S 
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TABLE Il.C.n 

Estimated Offset Implementations by Type: Exports, Imports, and Domestic Production 

(thousands of current dollars) 


Offset Type/ 

SIC Industry Description 1980 


Offset Type; Exports 

339 Miscellaneous Primary Metal Products. 0 

344 Fabricated Structural Metal Products. 0 

348 Ordnance and Accessories Except 

Vehicle and Guided Missiles 0 

349 Miscellaneous Fabricated Metal 

Products 0 

351 Engines and Turbines 10,000 

356 General Industrial Machinery and 

Equipment 9 

357 Office Computing and Accounting 

Machines 1,600 

362 Electrical Industrial Apparatus 1,000 

366 Communication Equipment 1,354 

367 Electronic Components and Accessories 43,788 

369 Miscellaneous Electrical Machinery 

Equipment and Supplies 0 

371 Motor Vehicles and Motor Vehicle 

Equipment 9 

372 Aircraft and Parts 72,291 

376 Guided Missiles and Space Vehicles 

and Parts 585 

399 Miscellaneous Manufacturing Industries 0 

737 Computer and Data Processing Services 5,000 

807 Medical and Dental Laboratories 0 

899 Services Not Elsewhere Classified ... 741 

Miscellaneous 123 

SUBTOTAL 136,482 


(continued) 


1981 

1982 

1983 

1984 

Total 

2,697 

1,997 

1,378 

1,072 

7,144 

3,650 

0 

1,443 

1,613 

6,706 

0 

104 

14,186 

61,026 

75,316 

0 

0 

0 

10,377 

10,377 

19,685 

7,263 

9,422 

48,840 

95,210 

0 

831 

1,954 

1,590 

4,375 

159 

1,692 

4,682 

0 

8,133 

2,000 

0 

0 

766 

3,766 

1,990 

28,249 

19,868 

49,786 

101,247 

62,919 

95,109 

91,726 

221,054 

514,328 

1,455 

188 

12,320 

7,117 

21,080 

0 

1,348 

3,169 

533 

5,050 

151,389 

117,578 

145,827 

220,936 

707,351 

621 

1,390 

970 

1,242 . 

4,808 

0 

168 

78 

4,023 

4,270 

4,150 

657 

2,184 

2,764* 

14,755 

0 

0 

0 

9,106 

9,106 

2,255 

1,251 

968 

996 

6,211 

1,366 

4,144 

1,965 

3,227 

10,827 

254,337 

261,970 

312,141 

646,069 

1 ,.610,999 
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(Table II.C.ll — continued) 


SIC 


Offset Type/ 
Industry Description 


Offset Type; Imports; 


349 

351 

354 

356 

367 

372 

399 

505 

701 

451 

509 / 

519 


Miscellaneous Fabricated Metal 

Products 

Engines and Turbines ••••• 

Machinery and*Equi^ent.* 
General Industrial Machinery and 
Equipment 

Al Components ’and 'Accessories 

Miscellaneous Manufacturing industries 
Metals and Minerals Except Petroleum 

Export/ Import Wholesale 

Hotels, Motels, and Tourist Courts’.’.’ 
Air Transportation Certificated 
Carriers 


”whoSM?r“® Export/import 

Miscellaneous ...... 

SUBTOTAL 


(continued) 


1980 

1981 

1982 

1983 

1984 

0 

0 

0 

1,690 

4,365 

1,660 

0 

U 

0 

0 

16,807 

22,550 

9,050 

1,485 

10,343 

0 

0 

0 

667 

1.857 

n 

573 

979 

8,764 

3,556 

10,676 

4,878 

0 

u 

0 

0 

47 

0 

0 

30,000 

7,623 

0 

0 

0 

3,300 

0 

4,750 

7,811 

1,700 

7,514 

8,250 

0 

3,200 

4,750 

1,700 

8,950 

3.301 

430 

3.731 

25,584 

1,681 

36,289 

9,078 

8,605 

47,279 

5,777 

15,970 

81,242 

165,059 

34,869 

291,307 
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Total 


7,714 

24,035 

36,200 

20,680 

11,270 

30,000 

7,670 

15,325 

100 

35,800 

208,800 

62,255 

459,849 
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(Table II.C.ll — continued) 


SIC 

Offs 

Offset Type/ 

Industry Description 

1980 

1981 

1982 

1983 

1984 

Total 

et Type: Domestic Production 







')c;i 


0 

0 

0 

0 

189,546 

189,546 



0 

4,424 

682 

0 

0 

5,106 

JDO 

367 

371 

Electronic Components and Accessories 
Motor Vehicles and Motor Vehicle 

Fniil nmpn'h 

18,991 

0 

5,149 

0 

3,660 

1,544 

22,381 

3,016 

33,829 

3,293 

84,010 

7,853 



29,097 

13,711 

137,566 

33,082 

134,187 

236,093 

570,025 

376 

Guided Missiles and Space Vehicles 
Parts 

38,174 

37,120 

38,000 

0 

127,005 

381 

Engineering Lab Scientific and 

Rpsparrh Instruments 

0 

0 

0 

0 

10,246 

10,246 

384 

Surgical Medical and Dental 

Instruments and Supplies 

Miscellaneous 

SIIRTOTAI 

0 

232 

62,030 

0 

804 

186,117 

0 

1,282 

77,370 

0 

1,450 

199,034 

20,000 

14,274 

507,280 

20,000 

18,041 

1,031,832 

TOTfl 

iL, All Offset Types 

202,243 

476,743 

386,619 

592,417 

1,444,656 

3,102,680 
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Direct Emplo>ment Effects of Offsets Imports, and Domestic Production 

(Number of Job Opportunities) 

— ^ fset Type/industry Description WSt 1982 1983 19 

Offset Type: Exports 

I riSSrStVSS K.“! ; j| « u 

351 Engines and Turbines 0 0 0 0 I 


teneral Industrial Machinery and Equi^iient* 
Office Computing and Accounting Machines .. 


n * ici •••••••••• 

Mnrnr Electrical Machinery Equipment and Suppii«* 

Ka??In^Jlarts ”?!?: ^ 


Guided Missiles and Space Vehiclerand‘partr.‘.'.*‘.““ 

Miscellaneous Manufacturing Industries . „ 

Computer and Data Processing Services 

Medical and Dental Laboratories 

Services Not Elsewhere Classified .*!**.’.*!.* 


SUBTOTAL 


(continued) 


1980 

1981 

1982 

1983 

1984 

Total 

0 

29 

22 

14 

9 

73 

0 

49 

0 

19 

21 

90 

0 

0 

1 

89 

372 

463 

0 

0 

0 

0 

86 

86 

92 

159 

61 

79 

386 

777 

0 

0 

9 

19 

14 

42 

24 

2 

23 

62 

0 

111 

15 

26 

0 

0 

9 

50 

19 

26 

359 

236 

538 

1.178 

836 

1,120 

1.617 

1.358 

2.896 

7.827 

0 

15 

2 

113 

62 

192 

0 

0 

10 

20 

3 

34 

1»005 

1.953 

1.411 

1.560 

2.099 

8.028 

9 

8 

18 

11 

12 

58 

0 

0 

3 

1 

53 

56 

143 

no 

16 

50 

62 

380 

0 

0 

0 

0 

321 

321 

19 

55 

28 

19 

19 

140 

3 

33 

70 

26 

47 

180 

2.165 

3.586 

3.649 

3.678 

7,009 20,087 
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(Table II.C.12-A — continued) 


Offset Type Industry Description 


Offset Type: Imports 


349 Miscellaneous Fabricated Metal Products 

351 Engines and Turbines 

354 Metalworking Machinery and Equipment 

356 General Industrial Machinery and Equipment 

367 Electronic Components and Accessories 

372 Aircraft and Parts 

399 Miscellaneous Manufacturing Industries 

505 Metals and Minerals Except Petroleum Export/ Import Wholesale 

701 Hotels Motels and Tourist Courts 

451 Air Transportation Certification Carriers 

509/ Miscellaneous Goods Export/ Import Wholesale 

519 

Miscellaneous (See table 15) 


SUBTOTAL 


Offset Ty 


Domestic Production 


Engines and Turbines 

Communication Equipment 

Electronic Components and Accessories 

Motor Vehicles and Motor Vehicle Equipment 

Aircraft and Parts 

Guided Missiles and Space Vehicles and Parts 

Engineering Lab Scientific and Research Instruments 
Surgical Medical and Dental Instruments and Supplies 
Miscellaneous 


TOTALS, all offset types 


^80 

1981 

1982 

1983 

1984 

Total 

0 

0 

21 

48 

16 

86 

0 

0 

0 

205 

13 

218 

0 

0 

254 

127 

129 

510 

0 

8 

7 

95 

104 

214 

0 

37 

19 

59 

72 

187 

0 

0 

0 

0 

309 

309 

0 

0 

1 

0 

130 

131 

0 

0 

0 

145 

127 

272 

0 

182 

246 

52 

376 

856 

0 

35 

0 

9 

60 

103 

74 

519 

181 

107 

2,789 

3,671 

12 

14 

28 

95 

216 

364 

86 

795 

757 

942 

4,341 

6,920 

0 

0 

0 

0 

3,052 

3,052 

0 

58 

9 

0 

0 

67 

363 

92 

62 

331 

443 

1,291 

0 

0 

12 

20 

20 

51 

404 

1,775 

397 

1,436 

2,243 

6,255 

200 

519 

468 

426 

0 

1,613 

0 

0 

0 

0 

. 126 

126 

0 

0 

0 

0 

222 

222 

3 

11 

17 

51 

38 

120 

971 

2,455 

965 

2,263 

6,143 

12,796 

»222 

6,836 

5,370 

6,882 

17,493 

39,803 
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SIC 

Total Employment Effects of Offsets by^Type:' 
Offset Type/Industrv Oescrlotlon 

Exports, Imports 

1980 

• and Domestic Production ^ 


Offset Type: Export 

1981 

1982 

1983 

1984 

Total 

339 

Miscellaneous Primary Metal Products ... 

. . ^ - n 


53 

33 




Fabricated Structural Metal Products .. 

rt 

70 

23 

180 

J*rO 

349 

351 

'^^Sforles Except Vehicles and Guided Missiles *' n 
Miscellaneous Fabricated Metal Products . "issues .. o 
Engines and Turbines 0 

107 

0 

0 

0 

2 

0 

42 

257 

0 

42 

1,013 

242 

1.011 

191 

1,272 

242 

2,129 

356 

357 

W?fceVnmn!!tr’‘'’ Machinery and Equipment’::::::;:; 


469 

171 

207 


Machines 


u 

22 

46 

34 

103 

OOu 

366 

Lieclr Icdl Industrial Apparatus ... 

Comnunication Eguipinent •••' 


6 

58 

63 

0 

169 

0 

528 

0 

18 

1,210 

300 

108 

2,659 

367 

Electronic Components and Accessories . 

1 70C 

60 

816 

3,433 

5 

34 

OUj 

371 

372 


^,347 

40 

0 

2,944 

306 

70 

6,388 

169 

11 

16,838 

519 

115 

16,697 

376 

3QQ 

MllSlS!^.!!®' and Space Vehicles and Parts*::::::.*: 


4.027 

1 a 

2,939 

3,208 

4,397 

I'M 

Miscellaneous manufacturing Industries 

^ n 

10 

34 

21 

24 

113 

f Of 

Computer and Data Processing Services .. 

- ^ ^ - 1 Ol 

0 

1 on 

6 

2 

115 

123 

OU/ 

QQQ 

Mediv.al <ind Dental Laboratories 


139 

20 

62 

77 

480 

oyy 

Services Not Elsewhere Classified 

Miscellaneous (See table 15) 


0 

73 

0 

36 

0 

26 

375 

25 

77 

375 

184 

302 


SUBTOTAL 


44 

130 

47 

(continued) 


7,454 

7,766 

7.970 15,252 42,930 


o 

00 S 

VO 21 
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(Table I1.C.12-B — continued) 


SIC Offset Type/Industry Description 

Offset Type: Imports 

349 Miscellaneous Fabricated Metal Products 

351 Engines and Turbines 

354 Metalworking Machinery and Equipment 

356 General Industrial Machinery and Equipment 

367 Electronic Components and Accessories 

372 Aircraft and Parts 

399 Miscellaneous Manufacturing Industries 

505 Metals and Minerals Except Petroleum Export/Import Wholesale .. 

701 Hotels Motels and Tourist Courts 

451 Air Transportation Certificated Carriers 

509/ Miscellaneous Goods Export/ Import Wholesale 

519 

Miscellaneous (See table 15) 

SUBTOTAL 

Offset Type: Domestic Production 

351 Engines and Turbines 

366 Communication Equipment 

367 Electronic Components and Accessories 

371 Motor Vehicles and Motor Vehicle Equipment 

372 Aircraft and Parts 

376 Guided Missiles and Space Vehicles and Parts 

381 Engineering Lab Scientific and Research Instruments 

384 Surgical Medical and Dental Instruments and Supplies 

Miscellaneous (See table 15) 

SUBTOTAL 

TOTALS, all offset types 


1980 

1981 

1982 

0 

0 

48 

0 

0 

0 

0 

0 

439 

0 

17 

15 

0 

71 

36 

0 

0 

0 

0 

0 

2 

0 

0 

0 

0 

213 

287 

0 

62 

0 

105 

747 

259 

16 

18 

38 

121 

1,128 

1,123 


0 

0 

0 

0 

132 

20 

748 

192 

132 

0 

0 

39 

855 

3,659 

827 

402 

1,012 

921 

0 

0 

0 

0 

0 

0 

7 

17 

29 

2,013 

5,013 

1,967 

6,621 

13,595 

10,857 


1983 

1984 

Total 

no 

38 

196 

487 

31 

518 

216 

224 

879 

204 

226 

463 

117 

143 

367 

0 

588 

588 

0 

225 

226 

210 

187 

397 

60 

433 

993 

15 

107 

185 

155 

4,110 

5,376 

151 

360 

583 

1,727 

6,674 

10,773 


0 

5,269 

5,269 

0 

0 

152 

718 

978 

2,769 

67 

68 

174 

2,952 

4,698 

12,992 

825 

0 

3,159 

0 

•279 

279 

0 

536 

536 

62 

56 

171 

4,624 

11,884:25,500 

14,321 

33,810 

79,203 


to 

o 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 


Sanitized Copy Approved for Release 2009/12/23 :'ciA-RDP87M00539R002303720001-1 


Estimated Range of Total Employment Effects of Sales and Offsets, 


1980-1984 Inclusive 


(Number of Job Opportunities) 


SIC 


Industry Description 


339 

344 

348 

349 
351 
354 

356 

357 
362 

366 

367 
369 

371 

372 
376 
379 
381 

384 

399 

451 

505 


Miscellaneous Primary Metal Products 

Fabricated Structural Metal Products ii]] 

Ordnance and Accessories Except Vehicles and Guided 
Missiles 

Miscellaneous Fabricated Metal Products*!!!!!!!!!!’ 

Engines and Turbines •••••••••••••,.!!! 

Metalworking Machinery and Equipment 
General Industrial Machinery and Equipment ••• 

Office Computing and Accounting Machines !!!! 

Electrical Industrial Apparatus 

Communication Equipment !!!!!!!!!!!!! 

Electronic Components and Accessories ....!!!!!!!!!! 
Miscellaneous Electrical Machinery Equipment and 

Supplies ...r.,,.. 

Motor Vehicles and Motor Vehicle Equipment*!!!!!!”* 
Aircraft and Parts 


Guided Missiles and Space Vehicles and Parts*!!!!!!!* 

Miscellaneous Transportation Equipment ...! 

Engineering Lab Scientific and Research Instruments* 

and Supplies 

Surgical Medical and Dental Instruments and*Suppiier 

Miscellaneous Manufacturing Industries 

Air Transportation Certificated Carriers ..!!!!!!!!!! 
Metals and Minerals Except Petroleum Export/Import 
Wholesale 


701 Hotels, Motels and Tourist Courts .!!!!!!!! 
737 Computer and Data Processing Services •.,.! 
807 Medical and Dental Laboratories ••••••• 

899 Services Not Elsewhere Classified ! 

509/ Miscellaneous Goods Export/ Import Wholesale 


Miscellaneous (See table 15) 


TOTAL 


urPtK BOUND VIA SCALAR 1 LOWER BOUND UPPER BOUND VIA SCALAR 2 


Table 9 Table 12B 
Effect - Effect - Net 
of Sales of Offsets Effects 


Table 1 
Net Effects 


LOWER BOUND 


Table 2 


Table 9 Table 12B 
Effect - Effect » Net 
of Sales of Offsets Effects Net Effects 



58 

-58 



62 

-62 


719 

411 

308 

237 


141 

-141 

7,971 

2,557 

5,414 

499 


284 

-284 


182 

-182 



97 

-97 



35 

-35 


3.746 

8.746 

908 

6,452 

2,838 

2,294 

1,585 

434 


168 

-168 


1,097 

93 

1,004 

722 

56,106 

9,779 

46,327 

21,866 

1,199 

1,057 

142 

867 

583 


583 

335 


90 

-90 



173 

-173 



113 

-113 



60 

-60 



128 

-128 



321 

-321 


60 

155 

-95 

-106 


121 

-121 


59 

-59 



1,736 

-1,736 


39 

341 

-302 

-3 

80,278 - 

25,582 

54,696 

26,436 



66 

-66 



70 

-70 


817 

467 

350 

951 


161 

-161 


9.056 

2,905 

6,151 

499 


323 

-323 



207 

-207 



no 

-no 



40 

-40 


4,256 

1,032 

3,224 

1.995 

9,950 

7,330 

2,620 

408 


190 

-190 


1,246 

106 

1,140 

722 

63,749 

11,111 

52,638 

22,532 

1,363 

1,200 

161 

867 

663 


663 

2,356 


102 

-102 



197 

-197 



128 

-128 



68 

-68 



146 

-146 



364 

-364 


68 

176 

108 

-106 


138 

-138 



68 

-68 



1,973 

-1.^3 


45 

388 

-343 

-33 

91,214 

29,068 

62,146 

30,191 
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TABLE II.C.13-B 

Net Total Employment Effect of Military Sales and Offsets, 1980-84 
(Number of Job Opportunities) 


SIC Industry Description 

Industries With Gains 

372 Aircraft and Parts 

351 Engines and Turbines 

366 Communication Equipment 

367 Electronic Components and Accessories 

371 Motor Vehicles and Motor Vehicle Equipment 

379 Miscellaneous Transportation Equipment 

348 Ordnance and Accessories 

376 Guided Missiles and Space Vehicles 

Industries With Losses 

509, Miscellaneous Goods Export/Import Wholesale 

519 

701 Hotels, Motels 

354 Metalworking Machinery 

356 General Industrial Machinery 

384 Surgical Medical Dental Instruments 

369 Miscellaneous Electrical Machinery and Equipment ... 

349 Miscellaneoud Fabricated Metal Products 

505 Metals and Minerals Export/ Import Wholesale ....i... 

807 Medical and Dental Laboratories 

399 Miscellaneous Manufacturing 

357 Office Computing and Accounting Machines 

737 Computer and Data Processing Services 

381 Engineering, Lab, Scientific Instruments 

A11 Other (under 100 job opportunities each) 

TOTAL, All Industries 


Lower Bounds 


Upper Bounds 


Reported in Survey 

I-O Estimates Adjusted by 

Table 1 

Table 2 

Scalar 1 

Scalar 2 

21,866 

22,532 

46,327 

52,638 

499 

499 

5,414 

6,151 

1,585 

1,995 

2,838 

3,224 

434 

408 

2,294 

2,620 

722 

722 

1,004 

1,140 

335 

2,356 

583 

663 

237 

951 

308 

350 

867 

867 

142 

161 



-1,736 

-1,973 



-321 

-364 



-284 

-323 



-182 

-207 



-173 

-197 



-168 

-190 



-141 

-161 



-128 

-146 



-121 

-138 



-113 

-128 



-97 

-110 

-106 

-106 

-95 

' -108 



-90 

-102 



-565 

-654 

26,436 

30,191 

54,696 

62,146 


KO 

ro 
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third category of offsets, the one labeled "domestic production" 

mSv hS t!! short-term domestic production 

Ti'^r^i?"*^ ^w^TT®r iPo^r employment effects presented in Tables 

II.C.12-A and II.C.12-B (about 13,000 direct and about 26,000 total) are 

we meee that we haie eo basis ?or 

ass^ing that these estimates, or any other estimates represent the adverse 

indirect offsets. This is true because offsets, such as 
investment, are likely to enhance the long-run productive 
iJ?rolcL°I foreign nations. What we do not know, however, is when the 
increased output will occur or whether such Increased output will ever reach the 
U.S. Thus, such offsets may never affect the domestic production in these 
industries and therefore their employment. 

These estimates are reported here because this study assumes that all three 

production and, therefore, employment in 
specific domestic industries. The industry distributions for the first two 
categories are derived from survey responses. The distribution for the third 
category of offsets was estimated on the basis of the assumption that the 
Industries affected by them are the same as the fofeig!! industries 

surh^S assumption that indirect offsets, 

adverse short-term production and 
IS likely to lead to a significant overstat^ent of thele 

effects because know their true effects are unknown. 

The same bias is introduced with the assumption that all offsets of less than $2 
TmlilS" and those assumed by domestic subcontractors will have the same 
implOTentation period and industrial distribution as do those of over $2 

Jhl IfHi* l^*'® effects of such offsets are not excluded from 

the employment estimates. But this assumption automatically attributes adverse 
domestic effects to all "best-effort" offsets and to some other offsets wh^l^ 
domestic effects, if any, are unknown. The overstatement of these effects can 
be seen by such survey responses as “the Impact from the offset was negligible. 
thi« effort obligation and no offset orders were placed." Again, 

this particular assumption overestimates the adverse effects of offsets therebv 
assuring that this method will generate truly upper-bound estimates. * 

®^^?®ts of offsets generated by method two are derived 
on the basis of the assumption that they are totally produced abroad (i.e that 

assumption ignores tOrfia thariJ 
the case of military equipment, at least, the offsets are likely to be produced 
with significant input from the U.S. This assumption too leads to the 
overestimation of the adverse domestic effects of offsets. 

andM^ri2TrISM?^^f?^i" of Tables II.C.9 and II.C.12-A 

, rev®al, first of all, that the positive employment effects of* 

sales exceed by far the adverse employment effects of offsets. This is true 

6* • sets of offsets than of sales. This parallels the direction of thp twn 
effects found in method one, though not their magnitudes. 
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Also, though the total employment effects of offsets are much smaller than those 
of sales, they are distributed over many more industries than are those of 
sales. This is true, notwithstanding the fact that the industry category 
"miscellaneous" contains all three-digit industries whose estimated employment 
effects for the entire five-year period of 1980-1984 was below 100. In this 
connection, it is worth noting that the 100 employee criteria used here is based 
on the estimates derived by method two, not the ones representing the upper 
limits of the actual employment effects. A listing of the industries grouped in 
the "miscellaneous" categories for sales and offsets is given in Table II.C.15 
below. This suggests that with the exception of several industries, especially 
the aircraft and parts industry, the employment effects of offsets, though 
widespread, are not substantial when compared with the actual employment levels 
in these industries. This last point takes on special force because the 
estimates derived by method two exceed even the upper bounds of the actual 
employment effects by a factor of about 3. The upper-bound estimates of the 
employment effects are presented in Table II.C.13-A. These estimates are 
derived, as discussed earlier, by applying the scalars based on Tables II.C.l 
and II. C. 2 to the estimates derived from the second method (i.e., by means of 
the I -0 tables. This table also records the lower bound estimates of the net 
employment effects shown in Tables II.C.l and II. C. 2 above. Together, these 
figures reveal the estimated range of the employment effects of sales and 
offsets during the period 1980-1984. 

Table II.C.13-B is a reorganization of only the net effects listed in Table 
II.C.13-A. This table subdivides the industries into those which had a net 
increase in job opportunites and those which had a net decrease in job 
opportunities. Within each of these categories, the industries are listed by 
order of magnitude of the job opportunities involved. The industry category 
"All Other" includes the miscellaneous category plus some other small 
three-digit industries which were listed separately. This was done for 
presentational purposes. 

Table II.C.13-A shows that as far as specific industries are concerned, few such 
industries have both upper and lower bound estimates. This is due to the fact 
that only a fraction of the respondents provided quantitative estimates of their 
employment effects. This was a rather large fraction when viewed in terms of 
the dollar amounts involved in the sales, but a smaller fraction when viewed in 
terms of the number of individual transactions. Since the lower bound estimates 
are based on the industry estimates, fewer industries will have lower bound 
estimates than upper bound estimates. In this connection, the reader should 
recall that the estimates derived by method two require only dollar amounts or 
expenditure information by industry. Because of these factors, the relevant 
upper and lower bound estimates for most of the industries should be viewed in 
terms of average limits for all industries combined, or in terms of the total 
net effects of method two and method one. These show that the overall 
employment effects of sales and offsets combined were either between about 

55.000 and about 26,000 job opportunities or between about 62,000 and about 

30.000 opportunities. 
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ree-.ee 

Jrs:f;i?r41 eroS- - -- J»rt^Teee^reeaee 
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TABLE II . C .14 

Annual Average Monthly Employment In Industries Effected by Military Sales and Offsets, 1980-1984 

(All Employees In Thousands) 


SIC Industry Description 

23344339 Miscellaneous Primary Metal Products 

344 Fabricated Structural Metal Products 

348 Ordnance and Accessories Except Vehicles and Guided 

Missiles 

349 Miscellaneous Fabricated Metal Products 

351 Engines and Turbines 

354 Metalworking Machinery and Equipment 

356 General Industrial Machinery and Equipment 

357 Office Computing and Accounting Machines 

362 Electrical Industrial Apparatus 

366 Communication Equipment 

367 Electronic Components and Accessories 

369 Miscellaneous Electrical Machinery Equipment and 

Supplies 

371 Motor Vehicles and Motor Vehicle Equipment 

372 Aircraft and Parts 

376 Guided Missiles and Space Vehicles and Parts 

379 Miscellaneous Transportation Equipment 

381 Engineering Lab Scientific and Research Instruments 

and Associates 

384 Surgical Medical and Dental Instruments and 

Supplies 

399 Miscellaneous Manufacturing Industries 

4514452 Air Transportation Carriers 

505 Metals and Minerals Except Petroleum Export/ Import 
Wholesale 

(continued) 


1980 

1981 

1982 

1983 

1984 

50.1 

49.1 

43.6 

40.4 

44.8 

513.3 

506.5 

453.8 

421.6 

436.5 

63.4 

67.1 

65.1 

67.3 

75.9 

253.8 

252.4 

229.3 

214.4 

228.9 

135.2 

133.1 

114.6 

104.2 

114.5 

373.1 

362.7 

314.0 

277.7 

305.6 

323.7 

322.6 

287.3 

252.5 

273.3 

432.2 

459.7 

472.9 

487.1 

526.1 

239.9 

238.7 

206.6 

195.2 

206.0 

547.4 

556.7 

569.4 

573.1 

616.6 

553.6 

557.3 

558.2 

578.7 

672.7 

152.1 

148.5 

143.8 

146.2 

156.0 

788.8 

788.7 

699.3 

753.7 

860.1 

652.3 

645.5 

601.1 

578.3 

595.9 

111.3 

122.7 

131.1 

140.5 

155.3 

38.1 

38.9 

42.1 

46.9 

51.1 

76.8 

80.2 

80.2 

75.8 

79.5 

155.5 

159.5 

161.1 

167.9 

171.9 

134.5 

131.8 

127.2 

124.0 

128.6 

404.0 

404.0 

393.0 

402 i 4 

434.7 

151.6 

152.6 

140.1 

129.7 

137.4 


VO 
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(Table II.C.14 — continued) 

SIC Industry Description 

509/519 Miscellaneous Goods Export/ Import Wholesale 
701 Hotels, Motels and Tourist Courts ••• 

737 Computer and Data Processing Services 
807 Medical and Dental Laboratories ••••• 

899 Services Not Elsewhere Classified ... 

* Unofficial Unpublished Estimated. 

Source: “Supplement to Employment and Farnli 




1980 

1981 

1982 

1983 

1984 

595.5 

599.8 

571.1 

579.9 

607.0 

1,037.1 

1,076.4 

1,092.8 1, 

131.1 

1,225.5 

304.3 

336.6 

364.7 

415.9 

473.7 

*104.7 

*107.5 

109.5 

111.6 

113.2 

133.9 

135.9 

129.0 

130.5 

133.7 

Labor Statistics. 

Various Issues 
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A basic issue is what domestic production and emplo^ent would be if all current 
sales could have been made on a purely cash basis, i.e., without contractually 
linked offsets. These will, of course, also depend on macroeconomic factors, 
but even when these factors are ignored, there are sound reasons for believing 
that military sales abroad will generate “offsets", whether or not such 
“offsets" are part of the sales contracts. This conclusion follows from the 
fact that military goods, not unlike other goods, must be purchased from the 
U.S. with our currency. These dollars can be acquired in only one of four ways. 
They can be acquired as gifts (grants), through loans, through returns on 
investments in the U.S., and finally and most importantly through the sale of 
goods to the U.S. (i.e. through “offsets" in the broader sense of the word). 

Since most of the military sales that involve offsets are made to economically 
advanced countries, the first method of dollar acquisition is not significant. 
Furthermore, the dollars that are acquired by means of loans will generally have 
to be repaid, and such repayments will ultimately require the sale of goods to 
the U.S. Such sales to the U.S. are "offsets." Thus, with the exception of 
outright grants and with possible differences in timing, all sales abroad are in 
a sense coupled to “offsets", in the long run to 100 percent "offsets." 

Thus, the more relevant question for us is whether the offsets that are directly 
linked to sales contracts are exchanged on different terras than are more 
generally traded goods and services. This question cannot be answered with 
precision. What can be answered with a great deal of confidence is that 
generally traded goods are more likely to be traded on the basis of comparative 
advantage than are those contractually linked to offsets. This also suggests 
that the industry mix of general imports is likely to differ from those revealed 
in Tables II.C.ll, II.C.12, and II.C.13. But these are second order effects. 

And the principal issue then becomes one that centers around which set of 
industries will experience changes in job-opportunities rather than on the 
number of job opportunities affected by offsets. 

This formulation of the problem also puts in proper perspective the issue of 
technology transfers. The question is whether contractually linked offsets are 
more likely to generate technology transfers than will more general forms of 
trade. This question too cannot be answered with precision. However, it is 
hard to conceive that U.S. manufacturers would voluntarily transfer the kind of 
technology that would weaken their future competitive position. Even, if they 
were willing to do so, permission to transfer, say, design technology, is 
systematically denied by the Departments of Defense and Commerce. Evidence in 
support of these propositions is found in the fact that the development of major 
weapon systems, by principal competitors has not benefitted from offsets. Such 
weapon systems, it must be remanbered, require huge R&D outlays and their 
technologies have a finite lifetime. The issue of competitiveness centers piore 
around the ability of competitor countries to form consortia, thereby enlarging 
the scale of operation and reducing per unit costs, than it does on technology 
acquired through offsets. 
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Certain types of offsets may, of course, contribute to the transfer of 
production technology and to the transfer of technology for the production of 
components. There is Indeed some evidence that such transfers do take place. 
What is not clear, however, is whether such transfers are greater than those 
that occur in general trade, especially in connection with the operations of 
multinationals. From the point of view of the estimation of future 
competitiveness of U.S. firms, one would also have to consider whether such 
technology could be acquired elsewhere or could and would ultimately be 
developed by the very countries demanding offsets. 


The final question in this section is the reliability of the information 
generated by the DPA 309 survey. Economic reasoning aside, the quality of the 
estimates derived cannot be any better than the quality of the data upon which 
they rest. The estimates are based on a sufficiently large and representative 
sample. This conclusion is supported by independent data on military exports 
published by both ACDA and the Department of Defense. 


For ex^ple, the firms in the sample reported that their collective military 
sales for exports equaled about $36,6 billion during the period of 1980 through 
1983. These figures are, of course, for all military exports, including those 
that are not linked to offsets. This figure compares favorably with the 
military export statistics of about $35 billion published by ACDA. Thus, with 
the exception of a minor difference which could be accounted for by definitional 
differences, the two sources report comparable figures. In any event, the ACDA 
figures suggest that, at least, as far as sales are concerned, the sample 
includes the major firms involved in such trade, not just a few random 
observations. 


The quality of the sample aside, the estimates are limited to the impact of 
sales agreements that were both signed and implemented during the five-year 
period of 1980 through 1984. They exclude the implementations during this 
period of contracts that were signed prior to 1980 and the portions of the 
contracts signed between 1980 and 1984 that are to be fulfilled after 1984. 
However, the effects of the excluded Implementetlons can be estimated by 
multiplying all the employment estimates by the ratio of obligations to 
implementations during the period 1980-1984. This approximation is a fairly 
close one, if there is no trend in the data, especially if there is no trend in 
the ratio of sales to offsets. This is in fact the case. That is, the ratio of 
sales to offsets during the five-year period for which there are data does not 
display any systematic trend. 
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TABLE II.C.15 - - 

Industries Grouped Into Miscellaneous Category by Type of Transaction 


SALES 


179 

344 

349 

362 

382 


239 

282 

332 

335 

336 
346 
355 
365 

383 

451 

769 

891 


109 

179 

252 

275 

279 

284 

289 

307 

332 

342 

348 

353 

359 

366 

369 

371 


Miscellaneous Special Trade Contractors 
Fabricated Structural Metal Products 
Miscellaneous Fabricated Metal Products 
Electrical Industrial Apparatus 
Measuring and Controlling Instruments 

OFFSETS TYPE; EXPORT 

Miscellaneous Fabricated Textile Products 
Plastic materials and Synthetic, Resins Synthetic, Rubber 
Synthetic and Other Man-Made Fiber 
Iron and Steel Foundries 

Rolling Drawing and Extruding and Nonferrous Metals 
Nonferrous Foundries Castings 
Iron and Steel Forgings 

Special Industry Machinery Except Metalworking Machines 
Radio and Television Receiving Equipment Except Communication 
Types 

Optical Instruments and Lenses 
Air Transportation Certificated Carriers 
Miscellaneous Repair Shops and Related Services 
Engineering Architectural and Surveying Services 

OFFSETS TYPE: IMPORT 

Miscellaneous Metal Ores 
Miscellaneous Special Trade Contractors 
Office Furniture 

Periodicals Publishing and Printing 

Service Industries for the Printing Trade 

Soap Detergents and Cleaning Preparations Perfumes Cosmetic 

Miscellaneous Chemical Products 

Miscellaneous Plastic Products 

Iron and Steel Foundries 

Cutlery Hand Tools and General Hardware 

Ordnance and Accessories Except Vehicles and Guided Missiles 
Construction Mining and Materials Handling Machinery and 
Equipment 

Miscellaneous Machinery Except Electrical 
Convnunication Equipment 

Miscellaneous Electrical Machinery Equipment and Supplies 
Motor Vehicles and Motor Vehicle Equipment 


(continued) 
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(Table II.C.15 — continued) 


373 

379 

381 

382 
386 
391 
458 
506 
508 

516 

517 
519 
737 
762 
769 
781 
891 


282 

344 

348 

399 

701 

737 

739 

769 

833 

899 


Ship and Boat Building and Repairing 
Miscellaneous Transportation Equipment 
Engineering Lab Scientific and Research Instrument 
Measuring and Controlling Instruments 
Photographic Equipment and Supplies 
Jewelry silverware and Plated Ware 

Fixed Facilities and Services Related to Air Transportation 
Electrical Goods Export/Import Wholesale 
Machinery Equipment and Supplies Export/ Import Wholesale 
Chemicals and Allied Products Export/Import Wholesale 
Petroleum and Petroleum Products Export/Import Wholesale 
Miscellaneous Nondurable Goods Export/ Import Wholesale 
Computer and Data Processing Services 
Electrical Repair Shops 

Miscellaneous Repair Shops and Related Services 
Motion Picture Production and Allied Services 
Engineering Architectural and Surveying Services 

OFFSETS TYPE; DOMESTIC PRODUCTION 

Plastic Materials and Synthetic, Resins Synthetic, Rubber 
Synthetic and Other Man-made Fiber 
Fabricated Structural Metal Products 

Ordnance and Accessories Except Vehicles and Guided Missiles 

Miscellaneous Manufacturing Industries 

Hotels, Motels and Tourist Courts 

Computer and Data Processing Services 

Miscellaneous Business Services 

Miscellaneous Repair Shops and Related Services 

Job Training and Vocational Rehabilitation Services 

Services Not Elsewhere Classified 
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Conclusions 

This section estimated the domestic employment effects of offsets in 
defense- related exports. The study was able to put sales and offsets in proper 
perspective and to generate a range of estimates within which the true 
employment effects of such activities are likely to fall. Throughout, this 
section was responsive to congressional and other concerns about the potential 
adverse effects of offsets on employment in a number of U.S. industries, 
including industries that are unrelated to those that benefit from the sales. 

The principal findings are: 

1. The employment effects of the sales exceed by far the adverse effects of 
offsets. Even when considering the upper-bound estimates, the analysis 
finds that the positive effects of sales exceed the adverse effects of 
offsets by about 62,000 job opportunities (see Table II.C.13). 

2. The effects of both sales and offsets are felt principally in the aerospace 
and avionics industries, industries that are fairly healthy by most 
standards. 

3. The effects of offsets while widespread are small relative to total 
employment in any individual industry. This conclusion holds 
notwithstanding the fact that the analysis included offset arrangements 
that cannot realistically reduce domestic production and employment. This 
conclusion holds even when one compares the adverse effects of offsets for 
the entire five-year period of 1980-1984, with actual employment in any 
single year (compare Tables II.C.13 and II.C.14). 

These findings are based on the conventional view that sales generate positive 
domestic employment effects but that offsets generate negative effects. This 
dichotomy implies that the U.S. could continue to sell its military goods abroad 
for cash ad infinitum. No nation can carry on such trade for any extended 
period of time. Thus, even in the absence of contractually linked offsets, U.S. 
sales abroad, including military sales, would generate return flows of goods to 
the U.S. of comparable value. In normal international exchanges, the types of 
goods received in return are likely to be those in which foreign nations have a 
comparative advantage. This suggests that in the absence of formal offset 
requirements, the adverse effects of imports are likely to be felt by U.S. 
industries that are already in decline, rather than by those in which the U.S. 
has a comparative advantage, such as in aerospace. 

In addition, it is important to note that all of the estimates in this analysis 
refer to job opportunities, not to actual employment. The distinction between 
these two concepts is important. For example, actual employment in an industry 
can rise while the estimates in this paper show a negative effect of offsets on 
job opportunities, and visa versa. This is true because this section analyzes 
the unique effects of sales and offsets as though the effects of all other 
forces that impinge on actual employment were zero. 
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^wever, other forces are constantly at work, forces that work parallel with or 

Actual employment in any giJen 

"« 

estimates should not be interpreted as reflective of the problems 
iipw fL with worker dislocations. From this rather narrow point of 

presence of offsets may be beneficial. They may be beneficial in that 
they help channel the adverse job opportunity effects of offsets toward 

4a„dtng,%^„?Hnr?ei!”r.„y. 


M^lysis estimated the employment effects, in particular on 
industries rather than on the U.S. economy as a whole. The SlpWnt effects 

economy as a whole are likely to be^lose to zero 
any imbalances in such trade are likely to be 
counterbalanced by capital flows that affect both interest rates and exchange 
services!!^^^^ generating changes in domestic production and flows of goods^and 

0. International Trade 

The Implications of the Labor Analysis for the Trade Section 

The trade implications of the DPA 309 survey can be summarized as follows- the 
sales represent increased U.S. exports, while the offsets can represent a 
reduction of U.S. exports or an increase in U.S. imports. Sales ar^in fact 
U.S. exports of military goods which generate the traditional “gains" of anv 
gromth^'^*^^ increased production, favorable employment effects, and enhanced 


The data from the DPA 309 survey was in such a form that production effects 
resulting fr^ sales needed to be estimated. The production flows of sales are 
reported in Table II.C.8. These dollar values represent the increase in U S 
exports resulting from sales of military goods. This totalled j^sfov^r $1^ 
billion for the period 1980 through 1984, with the industries of Aircraft and 
Engines accounting for 82.4 percent of the total estimated export vallil. 

It is useful to group offsets into three categories: offsets which reduce u s 

“•5- and a category for al) SSer t^s 

vdlu6S for thes6 three oroups are shown in Table IT r xha 
combined value of these offsets totals $3.1 billon! T!le "expor^• 5;ouD 

JffcilJci "domestic productioS" (i.l., 5li other 

?o^ t^pe^ceSrS? tSe totSl''®”'* accounting 
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Appropriate Economic Theory 

This assessment examines the impact of defense- related offsets on international 
trade in two steps. In the first step, the impact of offsets on international 
trade is examined as if any imbalance in supply and demand created by the 
offsets had no effect on the rest of the economy. This step is a 
partial -equilibrium analysis. In the second step, the Impact of any 
offset-generated imbalance in supply and demand on the rest of the economy is 
examined. This is a general -equilibrium analysis. 

These types of analysis are appropriate to two different sets of questions about 
the impact of defense- related offsets. The partial -equilibrium analysis is 
adequate to answer most questions about the initial impact of defense- related 
offsets on companies or workers in the industries directly affected by offsets. 
The employment section of this report contains an extensive partial -equilibrium 
analysis of the direct impact of defense- related offsets on employment. The 
employment analysis forms the basis for much of the partial -equilibrium 
assessment in this section. 

The general -equilibrium analysis is appropriate for questions about the impact 
of offsets on the economy as a whole, the trade balance, general welfare, and 
the international competitiveness of U.S. products not directly affected by 
defense- related offsets. The general -equilibrium analysis is more abstract and 
technically complex than the partial equilibrium analysis and does not provide 
information on those industries or workers directly affected by offsets. 

Partial Equilibrium Considerations 

The dollar values of offsets are as reported in Table II.C.ll. As a starting 
point, it is useful to think of the Export Group as representing the dollar 
value of goods that would have been exported, but which are assumed to have been 
lost due to offset arrangements. Similarly, the Import Group can at first be 
thought of as dollars which have been used for imports but which otherwise would 
have been used to purchase domestically produced goods. The Domestic Production 
Group raises a problem because effects of the offset implementations of this 
group are unknown. The transferring of technology or of foreign investment 
contains an implication for competitiveness or a reduction in funds for some 
other use, but just how and, more importantly, when the effects actually occur 
are very difficult questions to answer. Thus, in line with a presentation that 
will err on the side of overemphasis, the Domestic Production data will be 
treated as representing dollar values of lost U.S. production, either due to an 
increase in imports or lost export sales. 

The dollar value of the Import Group represents an overestimation of lost U..S. 
production due to increased imports. First, the offset may result in what was 
previously imported from Country A now being imported from Country B. The 
effect on domestic production from the changed sourcing is probably negligible. 
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Second, even when the imports represent reduced U.S. production, it will be of 
an ^ount less than the reported figures. The domestic production most likely 
would involve the use of imported materials just as the current foreign ^ 

‘J-S- production would have been 
these offset arrangements, so would the U.S. content of certain 
inputs in those imports. 


As mentioned in other parts of the report, offset obligations may in fact never 
I implemented. This is due to the fact that in a number of Instances 
the implementation of the offset agreement relies on the “best effort" of the 

arrangements. thrLn?^artle 

^^®ir best efforts, they are unable to fulfill the 
obligation and no offset is ever implemented. In the DPA 309 database 
44 percent of the various offset arrangements made in connection with the sales 
involved offsets that were "best effort." These total $ 3.3 billiJn of the ?otll 
offset obligations of $12,1 billion. Some fraction of these offsets will in 
oJoLJfrii I'igures reported in Table II.C.ll are probably 

Crt ad™?ioa. ‘0 ‘xPort reduction 


To the. extent that these comments apply to Table II.C.ll, there are "best 
nf iIcc contained in those contracts involving offsets 

group, we have only the obligations, not the 
schedule of implementations. All obligations are assumed to take place and are 

1980 through 1984 as described In the lab^ se“lo“ 
Based on the results described above for the “greater than $2 minion group," 
the figures of Table II.C.ll are probably overestimates. 


Similarly, some 
rather than ful 
the obligation 
the offset obli 
competitiveness 
fulfilled, for 
Liquidating the 
with no offsets 
offsets. 


contracts enabled the seller to liquidate the offset obligation 
fill it as specified. Liquidation damages could also result if 
were not fully implemented. The effect of the seller liquidating 
gation will have a different effect on the general issues of 
, labor impacts, and trade effects, than if the obligation was 
ex^ple, via the importation of some manufactured goods, 
offset arrangement effectively turns the transaction into a sale 
at a lower price than the original contract value involving 


The database shows that 37 percent of the various offset arrangements contained 

"liquidated damages." These offLts represent 
$7.9 billion, or 65.6 percent of total offset obligations. Thus, the 
exposition of the trade effects (i.e., export-reducing or import-increasing) 

reflected in the offset obligations. 

?n TablTlI C^irthJt JSS unknown part of offset obligations included 

in Table II.C.ll that come from the "less than $2 million group" of obligations. 
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For the purposes of categorization, while all indirect offsets which are 
countertrade are treated as displacing U.S. production, it should be kept in 
mind that some of the goods offered in countertrade will not displace or 
increase the competition with domestically produced goods. This is true since 
such arrangements may in fact displace other foreign- produced goods. In this 
light, countertrade can alter the country of origin of imports rather than 
necessarily reduce domestic production. 


Offsets also need to be considered in the framework of the original sale 
contract. Offsets exist because the purchasing government required the offset 
as a condition of sale. From data cited in other parts of this report, there is 
no question that from the seller's point of view, over 80 percent of sales would 
not have been made if offsets had not been offered. Thus, for the sales covered 
by this survey, offsets were a necessary component of the sale. The impact on 
competitiveness, employment, and trade from losing these sales is not estimated 
directly by this report. Nevertheless, the result of the labor section allows 
one to estimate the positive employment effects that did in fact take place as a 
result of the sales. 

As shown in Table II. C. 8 and II.C.ll, one can compute the overall direction of 
trade that resulted from the sales and offsets implemented over the 1980 through 
1984 period. These yearly figures are reported in Table II.D.l. 

TABLE II.D.l 
Direction of Trade 
(billions of current dollars) 


Sales 

(+exports) 

Offsets 

(-exports) 

(-imports) 

(-“other") 


Net Trade 


1980 


0.77 


-0.14 

- 0.00 

-0.06 

0.57 


1981 


1.98 


-0.26 

-0.04 

-0.19 

1.50 


1982 


2.11 


-0.26 

-0.05 

-0.08 

1.72 


1983 


2.23 


-0.31 

-0.08 

- 0.20 

1.63 


1984 


3.10 


-0.65 

-0.29 

-0.51 

1.65 


The effect of the sales and offsets is a net positive effect on trade in each of 
the five years covered by the DPA 309 survey. These net effects are calculated 
under the assumption that all other economic policies would have remained 
unchanged had these sales not taken place. That is of course a major 
simplifying assumption, but it nevertheless allows for analysis of the impact of 
offsets involved. 
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General Equilibrium Considerations 


The proposition that the merchandise trade balance is determined by 
international financial flows (capital flows) is widely held among economists 
specializing in international trade and finance. The international financial 
flows are in turn determined by the savings and investment behavior and the 
government budget deficit of a nation. This proposition Implies that any shift 
in the trade balance which does not affect the savings, investment, or 
government deficit must be offset by an equal but opposite movement in some 
other components of the trade balance. 


This proportion refers only to the overall merchandise trade balance of a 
country and not to individual bilateral balances or conmiodity groups. Changes 
in individual bilateral trade balances may occur as a result of a shift in trade 
patterns, but the sum of all bilateral trade balances is not changed by any 
forces which do not also change the savings, investment, or deficit-spending 
behavior of the country, ^ 


The principal assumption in support of this proposition is that exchange rates 
are relatively free to adjust to changing trade and financial patterns, and 
International financial flows are allowed to determine exchange rates. An 
alternative assumption, that central banks can intervene effectively to change 
exchanp rates but do so in order to reach a target level of the merchandise 
trade balance, can also be used to justify this proposition. In both cases, the 
trade balance is determined by financial forces: market demand for and supply 
of financial assets in one case and central bank intervention in the other. In 
either case, any change in one component of the trade balance which does not 
affect savings or investment must be offset by an equal and opposite change in 
some other component of the trade balance. Under some assumptions, this will 
include changes in interest rates which will have second order effects on 
savings, investment, output, and trade. 


The only international monetary regimes which are clearly incompatible with the 
proposition are fixed exchange rate systems and exchange rate systems where 
successful central bank intervention is used to reach goals other than target 
levels of the trade balance or smoothing trends in exchange rates without 
altenng the underlying trends. In either of these cases, a central bank is 
willing and able to break the link between trade and financial balances by 
either providing or absorbing enough funds to offset any imbalance with its own 
financial resources# When this link is broken, there are no general equilibrium 
repercussions to a partial equilibrium event like defense- related trade. 


Most of the available evidence favors the proposition that the U.S. merchandise 
trade balance is not significantly affected by movements in its individual 
components. The U.S. dollar floats against the currencies of most of its major 
trading partners, and the U.S. does not, in general, intervene in foreign 
exchange markets. When it does intervene (as in the third quarter of 1985), it 
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is to achieve a target level of trade balance or to stabilize the exchange rate 
around an otherwise stable trend. Furthermore, there is strong evidence that 
exchange rate intervention for any purpose other than smoothing very short-run 
fluctuations is ineffective unless the intervention is financed in a way that 
changes the savings and investment behavior of the economy. 

The proposition that international financial flows are the principal 
determinants of the total merchandise trade balance implies that defense- related 
offsets have no effect on the trade balance. The proposition does imply that the 
imbalance in demand and supply seen in the partial equilibrium analysis is 
countervailed by a decline or rise in the value of the dollar which corrects the 
imbalance. 

The impact of trade in defense- related offsets on other components of the trade 
balance can be estimated by the use of a computable-general -equilibrium model of 
the U.S. trade balance. This model allocates the impact of trade in 
defense- related goods and the defense- related offsets between reduced U.S. 
exports in other commodities and increased U.S. imports of other commodities. 

The parameters of this model are the price elasticities of demand for U.S. 
imports and U.S. exports and the price elasticities of supply for U.S. exports 
and U.S. imports. All of these parameters have been the subject of intensive 
estimation efforts for decades and a large set of good estimates is available 
for each parameter. The model for this assessment uses an unweighted average of 
those elasticity estimates presented by M. Goldstein and M.S. Khan which is 
applicable to the U.S. Goldstein and Khan's survey, "Income and Price Effects 
in Foreign Trade" is published in The Handbook of International Economics. Vol. 

(North-Holi and, 1984). ~ 

This model depends on the size of the partial equilibrium effect of offsets. To 
the extent that that impact is overstated as a result of the extreme assumptions 
used in deriving it, the general equilibrium impact shown in the tables below is 
overstated. If the partial equilibrium impact of off set- related trade on the 
trade balance is reduced (e.g., by the use of less extreme assumptions), the 
general equilibrium impact shown in Table II. D. 2 should be reduced by roughly 
the same proportion, assuming that the total trade balance is unaffected by 
movements in its components. 


TABLE II.D.2 

Impact of Offsets on Trade — Upper-Bound Estimates (Model I) 

($ in billions) 




Sales 

Offsets 

Net Effect 

Annual 

Imports 

$0,376 

$0,227 

$0,603 

Annual 

Exports 

$0,376 

$0,227 

$0,603 

Value 

of the Dollar 


-0.21% 

+0.47% 
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elasticity of demand for U.S. imports has been the subiect of 

, . table n.0.3 

Changes In Import Volume of All Other (Non-Offset Related) Commodities 
Sector c-e-_ 


Agriculture 


Fuels 

Manufactures 


Sales 

Offsets 

Net Effect 

0.061 

-0.02% 

0.04% 

0.02% 

-0.02% 

0.04% 

0.03% 

-0.01% 

0.02% 

0.16% 

-0.05% 

0.11% 


the dollar or towird a target leve?^of^thp JrLI®ifr''® t other than 

K™!;":.s.s;‘;rrr;.'!: :s.Kr;»Ss“ 

SHS“to 
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There are a large number of agreements which were implemented during the period 
with countries whose exchange rate policies fall somewhere between floating or 
pegged to the ECU (which floats against the dollar) and pegged to the dollar. 
These include countries with currencies pegged to a composite index of several 
currencies (Norway, Sweden, and Singapore) and countries engaged in managed 
floating (Spain, South Korea, Yugoslavia, Israel, and Turkey). It is 
unreasonable to assume that defense- related offsets have a one-for-one effect on 
the trade balance of these countries, but it is possible that there is some 
effect. Some offset agreements were implemented with groups of countries, some 
of which allowed exchange rates to float and some of which did not (e.g., 
agreements with NATO; Belgium, Denmark, the Netherlands, and Norway; and Denmark 
and Norway). The floating exchange rate countries and the European Monetary 
Systas countries account for 67.7 percent of defense- related offsets and 44.1 
percent of offset- related sales. 

In order to generate an upper-bound estimate of the general equilibrium impact 
of defense-related offset trade under the assumption that the trade balance is 
affected by defense- related sales and offsets, offset implementations with all 
countries pegging the exchange rate to a composite index or engaging in managed 
floating are assumed to be unaffected by exchange rate adjustment. Half of the 
value of sales and offset implementations is affected by exchange rate 
readjustment for sales and offsets to groups of countries which combine 
countries with floating and pegged or managed exchange rates. The impact of 
defense- related offsets under these assumptions is shown in Table II. D. 4, 
assuming that the total trade balance is affected by movements In its 
components. 

TABLE II. D. 4 

Impact of Sales and Offsets on Trade — Upper-Bound Estimates (Model II) 

($ in millions) 

Maximinn Net Effect 

Net Effect (without Norway and Sweden) 


Annual Imports 200 900 

Annual Exports 660 350 

Value of the Dollar +0.16% +0.22% 


This version of the model shows a maximum increase in the trade balance of just 
under one-half of a billion dollars per year as a result of defense-related 
offsets and the offset- related sales. Removing Norway and Sweden from the group 
of countries treated as having exchange rates pegged to the dollar reduces this 
impact on the trade balance to $156 million. 
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III. OTHER INFORMATION ABOUT OFFSETS 

Part III consists of three separate kinds of information requested in the 
statute and the related Conference Report. These are the types, terms, and 
magnitude of offsets, a discussion of bilateral and multilateral negotiations on 
offsets, and a listing of associated government-to-government Memoranda of 
Understanding. 

A, Types. Terms, and Magnitude 

The DPA 309 database was developed from responses to a questionnaire sent to 
U.S. industry by the ITC. The list of questions, which was developed by the 
Coordinating Committee on DPA 309 Reports after extensive consultation with 
Industry groups and formal public comment, was sent to 212 U.S. corporate 
entities including subsidiaries and subcontractors. The questions on offsets in 
military- related export sales were part of a larger questionnaire which also 
solicited data for the ITC's study of civilian countertrade which was also 
underway at the time. This questionnaire was announced for public comment in 
the Federal Register on December 4, 1984, approved for mailing on February 11, 
1985, and responses were due on March 29, 1985. 

On April 12, 1985, 0MB, acting on behalf of the Coordinating Committee, provided 
the ITC with a computer format and other instructions for tabulating the 
responses from industry. The data and narrative responses were made available 
to 0MB on July 22, 1985. 0MB did not receive the industry prepared responses 
nor any indication as to which corporations responded and which did not. 

Three elements of the database itself, the names of selling companies, and the 
names of programs and competitors remain in the possession of the ITC. 0MB 
accepted these limitations after extended discussions with the ITC which was 
reacting to industry concerns about confidentiality of the business sensitive 
data. The absence of company identification information by the writers of this 
report makes verification of the information impossible. This arrangement also 
seriously complicates any future data collection to update the data base should 
this step be deemed necessary in connection with another annual report. 

The DPA 309 database covers five calendar years 1980-1984, and consists of four 
major elements; narrative responses to selected questions, sales information 
concerning the respondents, information on sales with offset obligations of over 
$2 million, and summary information on offsets of $2 million or less. For those 
offset obligations greater than $2 million, the database includes a breakdown of 
offset contracts executed during the reporting period. This detailed 
information provides the principal basis for measuring the economic impact of 
offsets during the five years covered by this report. The DPA 309 database is 
held by 0MB and is available only to agencies charged with preparing analyses 
for this report. 
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the annual report of the Arms Contml Ann nica arms export figures in 

Military Expenditures andT^s T?ansfe?f iSsi'TnZ 

309 survey captured the universe of ii 5 irJe confirms that the DPA 

this report. universe of U.S. arms exports in the period covered by 


table III.A.l 
Arms Exports 
($ in billions) 


ACDA Figures 

1980 

Ai; 

1981 

o c 

1982 

1983 

Total 

DPA 309 Survey , » , , 

AQ 

0*0 
o n 

9.3 

10.3 

10.3 

34.7 



0.9 

10.4 

36.5 


T a. 1 o m III.A.2 

Total Sales of Companies Responding 

($ in millions) 

to the Questionnaire 


Military Sales* 

1980 

1981 

1982 

1983 

1984 

uomestic 

40 pQI 


64,543 



Export 

HO » 0^1 

52,663 

8,903 

78,002 

88,190 

Subtotal , 

cn fl 47 

10,300 

74,838 

17.3% 

13.8% 

282,384 

10,401 

11,154 

Military as % of All Sales ... 
Export Share of Military Sales 

Non-Mi litarv Sales 
uomestic ^ 

OU ) OH/ 

12.9% 

13.7% 

01,568 

14.2% 

14.5% 

88,404 

18.3% 

11.8% 

99,343 

17.7% 

11.2% 

Export 

CQO 9 / UH 
fiO 770 

^92 f 505 

312,421 

358,693 

Subtotal 

, / /u 

370 017 

73,106 

67,279 

352,441 

69,580 

72,353 

Export Share of Non-Military 
Sales ^ 

’JOy fCl>j 

70 M 

300,759 

19.8% 

434,520 

390,666 

440,125 

Total Sales ,,, 

wU • Ojb 

707 707 

19.1% 

431,785 

17.8% 

16.4% 


070 ^ ObO 

484,154 

560,250 


Note: Figures may not add to totals shown due to rounding. 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


DRAFT 

114 


Table III.A.2 reveals that the companies responding to the questionnaire have a 
greater volume of sales in the non-military area. However, the percent that 
military sales comprise of the total sales increased steadily from 12.9 percent 
in 1980 to 17.7 percent in 1984. During the same period, the export share of 
military sales decreased steadily from over 13 percent in 1980, 1981, and 1982 
to 11.8 percent in 1983, and 11.2 percent in 1984. In the non-military sector, 
export sales as a percent of all non-military sales also decreased; but, the 
rate of decline in exports accelerated, dropping from 20.6 percent in 1980 to 
16.4 percent in 1984. 


TABLE I I I. A. 3 

Total Sales of Companies Reporting Offset Obligations 

($ in millions) 



1980 

1981 

1982 

1983 

1984 

Military Sales: 

Domestic 

34,957 

42,340 

52,223 

62,780 

70,411 

Export 

6,335 

8,403 

9,779 

9,792 

10,639 

Subtotal 

41,299 

50,744 

62,000 

72,573 

81,050 

Military as % of All Sales ... 

20.2% 

22.3% 

27.2% 

27.1% 

26.8% 

Export Share of Military Sales 

15.3% 

16.6% 

15.8% 

13.5% 

13.1% 

Non-Military Sales 

Domestic 

125,913 

137,164 

132,884 

155,568 

180,928 

Export 

31,823 

33,875 

27,964 

28,808 

28,817 

Subtotal 

160,479 

174,188 

163,625 

193,040 

218,825 

Export Share of Non-Military 
Sales 

19.8% 

19.4% 

17.1% 

14.9% 

13.2% 

Total Sales 

204,176 

227,632 

228,230 

268,286 

302,609 


Note: Figures may not add to totals shown due to rounding. 


Concerning trends in offset practices, a more informative analysis is possible 
by reviewing sales and export volume of the companies in the survey that 
reported offset obligations. The sales data for this set of companies reveals 
that the greatest volume of sales is in the non-military sector, as was the case 
for the broader sample. However, in contrast to the larger group of cOTpanies 
providing sales data, this group shows a larger and increasing proportion of 
such sales. Concerning export sales, the data for this group of companies show 
that in both the military and non-military sectors, the percent of export sales 
decreased between 1980 and 1984. In the military sector, the exports as a 
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military sales increased from over 15 percent in 1980 to 13.1 percent 
in 1984. In the non-military sector, exports as a percent of sales dropped more 
precipitously from about 20 percent in 1980 to slightly over 13 percent in 1984. 

Data on Table 1 1 1. A. 3 indicate that companies have been able to retain a greater 
export market for military goods as compared to the share in the 
non-military sector. One reason for this may be that industry sales do not vary 
as much oyer the business cycle as consumer goods. What is clear from the data 
IS that rajntary sales continued to increase, although at a declining rate 

f'""’ 22-2 Percent’f??; 1981 

perceiit from 1982 to 1983, and 11.7 percent from 1983 to 1984. By 
contrast, the non-military sector shows greater swings in annual growth rates* 

1^81 to 1982, 17?S percent from 

1982 to 1983, and 13.4 percent from 1983 to 1984. 

As indicated earlier, there are two data files on offsets per se . one consisting 
of extensive information about sales with offset obligations of over $2 million 
and another with summary data about offset obligations of $2 million or less. 

The file of larger offset obligations includes data on 120 sales by 30 

Data elements include the contract value of sales and the face value 
♦I offset conmitments actually fulfilled during 

the 1980-1984 time period, years of sales and offset implementation, U.S. role 
in sales, countries involved, type of offsets, and products involved in sales 
and offset contracts by three-digit SIC code. The file on offset obligations of 
less than $2 million has 221 sales by 35 companies and includes values of the 

^®1®* i">Ple'"entation period, and countries 
involved. The total number of companies reporting offset sales was 43. Of 

24 companies reported sales with offsets of greater than $2 million as 
Hitl million or less; 11 companies reported having made sales 

'"illion only; and 8 companies reported 
having made sales involving offsets of greater than $2 million. 

The sales with offset obligations in the database relate to only a few product 
groups. Table 1 1 1. A. 4 displays the value of the products sold and the year of 
such sales between 1980 and 1984. The three product groups that account for 
value of all the sales made are aircraft (63.9 percent), engines 
(14.8 percent), and electronics (10.2 percent). ^ 

ni*A.7 show the value of export sales which were 
tied to offset obligations, the purchasing countries, offset obligations 
implemented and the percentages these measures represent. These data reveal 
several interesting trends. First, the total value of sales with offset 
obigations has decreased slightly from 1980 to 1984, with a particularly low 
value of sales in 1982. Over the five-year period, the value of total sales 
involved in offset obligations amounted to about $22 billion, while offset ' 
obligations incurred amounted to over $12 billion; yet offset obligations 
incurred as a result of these same sales that were actually fulfilled during 
that time period amounted to slightly over $2 billion. 
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It should be noted that the values for offset obligations represent ‘the total 
obligation values as reported. These are offset obligation values associated 
with each of the sales reported by the companies. Some companies reported that 
a significant amount of offset obligations were incurred before sales contracts 
were actually signed* especially for sales contracts concluded during 1980. The 
analysis for this report takes into account all offset obligations credited by 
the seller to a sale concluded between 1980 and 1984, regardless of when the 
offset obligation was incurred. In its report of October 1985, the ITC excluded 
offset obligations that were signed prior to or after the reporting period of 
1980-84, even though they were credited by the survey respondents to a sales 
agreement that was signed during 1980-1984. Therefore, the ITC understated the 
value of offset obligations. 

The value of offset obligations implemented represents about 11 percent of sales 
and about 20 percent of obligations incurred during the time period covered in 
this database. Moreover, U.S. companies spread deliveries of products sold over 
a seven-year period (weighted average using dollar value of sale), while offset 
obligations were spread over twelve years for implementation (weighted average 
using dollar value of offset). Given the small percent of offset obligations 
satisfied, it appears that U.S. companies attempt to stretch out the actual 
implementation of offset agreements. The reasons for such delaying tactics 
probably stem from companies' desire to lessen the impact of any costs 
associated with offset obligations. It is reasonable to expect that companies 
choose to defer implementation until the real value of offset obligations has 
decreased. 

Concerning the products involved in offset agreements, most are in the same 
product groups as those products being sold by U.S. companies. The dollar value 
and products involved in obligations follows essentially the same pattern as the 
products sold. Namely, offset obligations in aircraft, engines, and electronics 
account for about 50 percent of the dollar value of obligations. The list of 
products involved, however, includes a few more product groups, thus implying 
that purchasing governments are forging offset agreements for either direct 
overseas production or other purposes such as investment, countertrade, or 
technology transfer. 
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table III.A.4 ■ • 

Sales Values by Year 

(Sales with offsets greater than $2 millions) 

($ in millions) 


Industry 

1980 

1981 

1982 

1983 

1984 

Total 

% of 

1 pc 

Metal Products .. 

0 

0 

0 

0 

7.3 

7.3 

0.0 

Ordnance 

0 

32.3 

115.5 

72.1 

155.3 

375.3 

1.7 

Fabricated Metals 

0 

0 

0 

0 

1.0 

1.0 

0.0 

Engines 

0 

1448.7 

0 

0 

1784.4 

3233.1 

14.8 

Communications 
Equipment 

430.1 

0 

7.9 

231.8 

161.3 

831.2 

3.8 

Electronics 

455.9 

255.6 

171.4 

399.5 

945.2 

2227.5 

10.2 

Motor Vehicles 

0 

29.9 

269.2 

0 

0 

299.1 

1.3 

Aircraft 

5473.3 

3014.5 

33.6 

3372.8 

2050.2 

13944.5 

63.8 

Guided Missiles.. 

130.7 

34.4 

31.2 

0 

258.0 

454.3 

2.0 

Transport 

Equipment 

34.9 

11.8 

0 

114.3 

259.7 

420.7 

1.9 

Measuri ng 
Instrument ...... 

0 

0 

0 

0 

27.3 

27.3 

0.1 

Computer Services 

0 

0 

13.0 

0 

0 

13.0 

0.0 

Miscellaneous ... 

0 

0 

0 

0 

2.4 

2.4 

0.0 

total 6524.8 

4827.3 

641.8 

4190.7 

5652.2 

21836.7 

100.0 
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TABLE I I I. A. 5 

Value of Sales and Average Periods 
of Implanentation by Country, 1980-1984 
($ in millions) 


Average 
Impl emen 
tat ion 


Country 

1980 

1981 

1982 

1983 

1984 

Total 

(Months) 

Sales with offset obligations greater than $2 million: 



Australia ... 

117.0 

2813.7 

383.9 

12.6 

39.3 

3366.5 

92.5 

Belgium 

0 

0 

0 

110.9 

0 

110.9 

24.0 

Canada 

2496.8 

58.8 

0 

0 

76.6 

2632.1 

98.4 

Denmark 

8.2 

0 

7.9 

3.6 

3.9 

23.6 

44.4 

Egypt 

0 

0 

0 

213.0 

0 

213.0 

54.0 

Greece 

0 

0 

0 

3.4 

0 

3.4 

13.0 

Israel 

893.1 

796.2 

35.4 

310.5 

2128.2 

4163.4 

94.0 

NATO 

2188.2 

0 

0 

0 

0 

2188.2 

77.4 

Netherl ands.. 

5.2 

603.1 

29.4 

0 

303.4 

941.1 

81.1 

New Zealand.. 

38.0 

0 

0 

0 

0 

38.0 

36.0 

Norway 

29.9 

7.9 

0 

45.4 

42.4 

125.5 

44.0 

Philippines.. 

0 

0 

0 

63.2 

0 

63.2 

11.0 

Singapore ... 

0 

0 

0 

217.0 

0 

217.0 

60.0 

South Korea.. 

400.0 

0 

0 

0 

116.7 

516.7 

62 • 5 

Spain 

34.9 

11.8 

21.5 

2749.0 

89.0 

2906.1 

78.5 

Sweden ...... 

0 

275.0 

0 

33.4 

0 

308.4 

22.7 

Switzerland.. 

158.0 

52.7 

31.2 

0 

0 

241.9 

45.8 

Turkey 

United 

0 

0 

0 

0 

1893.2 

1893.2 

140.6 

Kingdom .... 

0 

0 

0 

89.1 

176.6 

265.7 

80.3 

Yugoslavia .. 

0 

0 

0 

18.8 

0 

18.8 

40.6 

France, Italy 
Denmark, 

0 

120.4 

0 

0 

0 

120.4 

67.0 

Norway 

Belgium, 

0 

0 

94.3 

0 

0 

94.3 

50.0 

Denmark, 
Norway , 
Netherl ands. 

155.5 

87.7 

38.2 

320.8 

783.0 

1385.2 

37.8 

SUBTOTAL .... 

6524.8 

4827.3 

641.8 

4190.7 

5652.2 

21836.7 

88.8 

Sales with offsets of $2 million 

or less 

• 

• 



• 

SUBTOTAL 

72.6 

125.7 

69.0 

140.5 

155.7 

563.5 


TOTAL SALES.. 

6597.4 

4953.0 

710.8 

4331.2 

5807.9 

22400.2 


Note: Figures may not 

add to totals shown due to 

roundi ng 

• 



* Weighted by $ value, in months. 
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TABLE I I I. A. 6 

Value of Offset Obligations and Average Periods 
of Implementation by Country, for Sale Years 1980-1984 

($ in millions) 


Australia ... 

20.8 

1014.4 

Belgium 

0 

.0 

Canada 

2714.6 

34.6 

Denmark 

8.2 

0 

Egypt 

0 

0 

Greece 

0 

0 

Israel 

276.2 

228.6 

NATO 

291.6 

0 

Netherlands.. 

3.2 

702.0 

New Zealand.. 

1.2 

0 

Norway 

10.8 

3.1 

Philippines.. 

0 

0 

Singapore ... 

0 

0 

South Korea.. 

125.0 

0 

Spain 

7.7 

2.6 

Sweden 

0 

570.0 

Switzerl and.. 

158.0 

30.0 

Turkey ...... 

United 

0 

0 

Kingdom .... 

0 

0 

Yugoslavia .. 

0 

0 

France, Italy 
Denmark, 

0 

54.0 

Norway 

Belgium, 

Denmark, 

Norway, 

0 

0 

Netherlands. 

29.1 

17.0 


Total 


16.7 0 

11.2 14.3 


Country 1980 1981 1982 1983 1984 

Sales with offset obligations greater than $2 million; 


112.4 

3.1 

5.9 

0 

99.5 

0 

0 

0 

61.4 

1.1 

4.5 

0.8 

0 

13.5 

0 

0 

3.4 

0 

8.2 

58.5 

905.9 

0 

0 

0 

12.0 

0 

280.3 

0 

0 

0 

0 

14.9 

42.4 

0 

0.1 

0 

0 

45.0 

0 

0 

0 

31.1 

15.4 

2334.0 

44.3 

0 

33.7 

0 

4.0 

0 

0 

0 

0 

1071.0 

0 

17.8 

206.2 

0 

5.7 

0 


0 0 


1156.7 

99.5 
2810.6 

14.6 

13.5 

3.4 

1477.4 

291.6 

997.5 

1.2 

71.2 

0.1 

45.0 

156.1 

2404.0 

603.7 

192.0 

1071.0 


0 

0 


224.0 

5.7 

54.0 

16.7 


274.9 


346.6 


Average 
Impl emen- 
tation 
(Months) * 


152.6 

84.0 

215.7 

47.6 

66.0 

84.0 

115.6 

102.1 

107.6 

36.0 

83.7 

31.6 

56.0 

50.1 

126.9 
233.3 

56.8 

126.7 

107.9 
55.4 

67.0 

50.0 


109.5 


SUBTOTAL .... 3646.4 2656.4 181.1 2648.0 2924.1 12056.0 147.4 

Sales with offsets of S2 million or less: 


SUBTOTAL .... 

187.2 

20.4 

13.6 

24.3 

36.1 

281.7 

TOTAL OFFSETS 

3833.7 

2676.8 

194.7 

2672.3 

2960.2 

12337.7 


Note: Figures may not add to totals shown due to rounding 
* Weighted by $ value, in months. 
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TABLE 1 1 1. A. 7 

Value of Offsets Implemented by Country, 
(Offsets greater than $2 million) 
1980-1984 
($ in millions) 


Country 1980 


Australia 6.2 

Belgium 0 

Canada 55.9 

Denmark 0 

Egypt 0 

Greece 0 

Israel 49.3 

NATO 30.0 

Netherlands 0.4 

New Zealand 0 

Norway 0 

Philippines 0 

Singapore 0 

South Korea 0 

Spai n 0 

Sweden 0 

Switzerland 0 

Turkey 0 

United Kingdom 0 

Yugoslavia 0 

France, Italy 0 

Denmark, Norway 0 

Belgium, Denmark, Norway, 

Netherlands 29.1 


TOTAL 170.9 


1981 

1982 

1983 

1984 

Total 

7.3 

31.8 

33.4 

42.9 

121.6 

0 

0 

0 

0 

0 

201.0 

85.8 

181.8 

261.3 

785.8 

0 

0 

0.6 

0.9 

1.6 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

30.8 

45.0 

60.0 

228.1 

413.1 

61.8 

55.5 

49.2 

37.0 

233.4 

58.9 

60.3 

93.9 

79.5 

293.1 

0.2 

0.3 

0.5 

0.4 

1.3 

3.6 

4.6 

4.6 

17.3 

30.1 

0 

0 

0 

8.1 

8.1 

0 

0 

0 

0 

0 

0 

0 

7.9 

10.5 

18.4 

2.7 

2.0 

3.7 

105.1 

113.5 

0.7 

0.6 

9.7 

13.5 

24.4 

1.6 

22.4 

20.3 

39.5 

83.8 

0 

0 

0 

3.0 

3.0 

0 

2.8 

17.4 

91.8 

111.9 

0 

0 

0 

1.1 

1.1 

17.6 

5.6 

16.3 

10.5 

50.0 

0 

12.1 

5.4 

0 

17.6 

16.2 

8.4 

13.9 

37.9 

105.5 

402.5 

336.9 

518.5 

988.2 

2417.1 
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TABLE III.A.8 

Value of Offset Obligations by SIC and Year 
($ in millions) 


SIC Titles 

Miscellaneous Metal Ores. 

Office Furniture 

Iron and Steel Foundries. 
Miscellaneous Primary 

Metal Products 

Ordnance S Accessories 
Except Vehicles and 

Guided Missiles 

Miscellaneous Fabricated 

Metal Products 

Engines & Turbines 

Special Industry Machinery 
Except Metalworking ... 
Office Computing & 
Accounting Machines ... 
Refrigeration and Service 
Industry Machinery .... 
Miscellaneous Machinery 

Except Electrical 

Electric Lighting & Miring 

Equipment 

Conmuni cation Equipment.. 
•Electronic Components and 

Accessories 

Motor Vehicles i Motor 

Vehicle Equipment 

Aircraft & Parts 

Guides Missiles & Space 
Vehicles & Parts ..*... 
Miscellaneous Manufactur- 
ing Industries 

Machinery Equipment 4 
Supplies Export-Import 

Wholesale 

Miscellaneous Durable 
Goods Export- Import 
Wholesale 


-1980 1981 1982 

6.3 0 0 

0 0 0 

6.3 0 0 

6.3 0 0 

0 0 27.1 

10.2 0 0 

388.7 578.0 0 

0.5 0 0 

9.0 0 0 

0 0 0 

6.3 0 0 

0 0 0 

3.1 0 8.4 

253.8 472.1 35.3 

0 9.4 0 

1597.9 991.4 0.9 

523,3 6,3 10.0 

190.7 4.3 3.3 

6.3 0 0 

465.0 0 n 


1983 

1984 

Total 

0 

0 

6.3 

5.0 

0 

5.0 

0 

0 

6.3 

0 

0 

6.3 

4.5 

81.0 

112.6 

0 

9.0 

19.2 

5*5 

370.0 

1342.2 

0.9 

9.7 

11.2 

0 

0 

9.0 

17.8 

0 

17.8 

0 

0 

6.3 

0 

16.3 

16.3 

0.9 

45.9 

58.4 

45.3 

405.9 

1212.4 

0 

0 ’ 

9.4 

47.5 

767.8 

3405.5 

0 

7.1 

546.7 

113.0 

61.3 

372.6 

2.0 

0 

8.3 

0 

0 

465.0 


(continued) 
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(TABLE III.A.8 — continued) 


SIC Codes 

1980 

1981 

1982 

1983 

1984 

Total 

Miscellaneous Nondurable 
Goods Export- Import 
Wholesale 

6.3 

0 

0 

0 

0 

6.3 

Computer & Data 

Processing Services ... 

9.4 

0.1 

4.2 

22.5 

0 

36.2 

Miscellaneous Business 
Services 

35.0 

0 

0 

0 

0.6 

35.6 

Engineering Architectural 
& Surveying Services .. 

0 

0 

0 

0 

5.0 

5.0 

♦Electronic Components & 
Accessories & Aircrafts 
& Parts 

0.9 

0 

0 

44.0 

0 

44.9 

♦Air Transportation 
Certificated Carriers & 
Motion Picture 
Production & Allied 
Services 

0 

0 

0 

273.0 

0 

273.0 

♦Miscellaneous Durable & 
Nondurable Goods 

Export- Import Wholesale 

0 

0 

0 

2017.0 

0 

2017.0 

^Miscellaneous SICs 

6.9 

2.0 

4.3 

3.9 

18.9 

35.9 

oUnspecified 

114.5 

592.7 

87.6 

45.1 

1125.7 

1965.6 

TOTALS 

3646.4 

2656.3 

181.1 

2648.0 

2924.1 

12056.0 


* Questionnaire respondents submitted offset data for a combination of two SIC 
codes. 

+ SIC codes with singular yearly entries of less than $5 million were combined 
under this heading. 

0 Questionnaire respondents did not submit SIC codes with offset values under 
this category. 

Note: Figures may not add to totals shown due to rounding. 
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With regard to offset obligations implemented during the time period covered in 
this report, the trend for industries follows the same pattern as for sales and 
obligations. As shown on Tables III.A.8 and II. C. 5, aircraft, engines, and 
electronics are the product groups accounting for over 50 percent of the dollar 
value of offset obligations implemented during the time period. More notable 

implemented agreements from 1980-1984* 
a^unts to about $2.4 billion as compared to the over $12 billion in offset 
obligations. 

Additional insights on the offset practices by the U.S. companies reporting for 
fr® possible by reviewing the value and the type of offsets (Table 
III.A.9) that these companies agreed to during the reporting period. Almost 

billion, of offset obligations are in the Indirect 
but not Specified category. The next largest amounts are in the Direct 
Coproduction and Direct Subcontractor Production categories implying 
coproduction in the same products involved in the sales agreement. By contrast, 
of the offset c^itments implemented, a third was in Direct Subcontractor 
Production as shown on Table III.A.IO. 

entering into offset agreements, another 
^ *''*^^^ble in the database is the degree to which companies will be 

® monetary damages in the event of not complying with the terms of 
the agreement or whether companies can satisfy the agreement by showing "best 
efforts in completing the agreement. Table III.A.ll indicates the value of 
liquidated damages as well as best efforts by the products involved in the 
Offset. Clearly, the largest percent of obligations In the amount of $8.4 

liquidated damages category. The data also show, however, 
that U.S. companies negotiate agreements that allow them some latitude in 
comp eting obligations through their best efforts and for which there is no 
penalty levied against the companies. 
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TABLE III.A.9 

Value and Percent of Offset Obligations by Type and Year 

($ in millions) 

% of 


Offset Type 

1980 

1981 

1982 

1983 

1984 

Total 

Total 

Direct Coproduction .. 

54.9 

1069.1 

43.3 

45.3 

577.0 

1789.7 

14.8 

Direct Licensed 
Production 

0 

0 

15.8 

4.8 

41.4 

61.9 

0.5 

Direct Subcontractor 
Production 

899.4 

854.1 

13.3 

73.8 

727.1 

2567.7 

21.3 

Direct Technology 
Transfer 

0 

0 

3.4 

6.2 

7.3 

16.9 

0.1 

Direct but not 

Specified 

224.1 

6.6 

7.1 

16.6 

76.8 

331.2 

3.6 

Indirect Foreign 
Investment 

0 

0 

0 

0 

39.5 

39.5 

0.3 

Indirect Technology 
Transfer 

0 

12.6 

0 

22.0 

0.7 

35.3 

0.3 

Indirect Countertrade 

584.3 

332.6 

7.3 

137.7 

177.2 

1239.1 

10.3 

Indirect but not 
Specified 

1765.0 

319.8 

2.8 

2321.5 

1217.6 

5626.7 

46.7 

Not Yet Specified .... 

0 

9.4 

88.0 

20.0 

52.4 

169.7 

1.4 

Contractually Bound 
not to Disclose 

75.0 

0 

0 

0 

4.2 

79.2 

0.7 

National Security 
Classified 

0 

0 

0 

0 

2.7 

2.7 

0.0 

^Unspecified 

43.8 

52.1 

0 

0 

0.5 

96.3 

0.8 

TOTALS 

3646.4 

2656.3 

181.1 

2648.0 

2924.1 

12056.0 

100.0 


* Questionnaire respondents did not indicate the type of offset, although dollar 
values of the offset obligations were provided. 

Note: Figures may not add to totals shown due to rounding. 
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TABLE III.A.IO 

Value and Percent of Offset Obligations 
Implemented Type and Year 
($ in millions) 


Offset Type 

1980 

1981 

1982 

1983 

1984 

Total 

* Of 

Total 

Direct Coproduction.. 
Direct Licensed 

39.1 

116.8 

123.5 

128.6 

132.9 

540.9 

22.4 

Production 

0 

n 

n 

oo c 

18.6 

41.2 

1.7 

Direct Subcontractor 


u 

u 


Production 

Direct Overseas 

81.3 

106.0 

107.4 

125.0 

424.6 

844.3 

34.9 

Investment 

0 

0 

n 

A 

9.8 

9.8 


Direct Technology 



u 

U 

0.4 

Transfer 

0.1 

5 0 


0.1 




Direct but not 



U»4 

6-J7 

n 7 






u. o 

Specified 

0.2 

0.2 

0 

1.0 

1.4 

2.8 

n 1 

Indirect F-oreign 







Investment 

0 

0 

0.1 


30.0 

30.1 

1.2 

Indirect Technology 



u 

Transfer 

Indirect 

0.2 

0.2 

1.7 

3.8 

13.4 

19.3 

0.8 

Countertrade 

Indirect but not 

0.8 

13.5 

34.5 

70.5 

140.6 

259.9 

10.8 

Specified 

Not Yet Specified ... 

49.1 

0 

158.6 

0 

66.6 

0 

164.6 

0 

204.0 

0 

642.9 

n 

25.8 

0.0 

Contractually Bound 





w 

u 

not to Disclose .... 

0 

0 

0 

0 

0 

A 

n A 

National Security 






U 

0.0 

Classified 

0 

n 

n 

n 

A A 



♦Unspecified 

0.2 

U 

2.2 

U 

1.9 

u 

2.4 

0.2 

12.2 

0.2 

18.9 

O O 

• . 

00 o 

TOTALS 

170.9 

do? 


CIO c 

988.2 

2417.1 

100.0 



OoO* 7 

bic.o 


* Pf offset, although dollar 

values of the offset obligations were provided. * 


Note: Figures may not add to totals shown due to rounding. 
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TABLE I I I. A. 11 
Value of Offset Obligations 
by Method of Enforcement and Industry 
($ in millions) 


Best Liquidated 

Product Category Unspecified Efforts Damages Total 


Miscellaneous Metal Ores 

Office Furniture 

Iron and Steel Foundries 

Miscellaneous Primary Metal Products 

Iron and Steel Forgings 

Ordnance & Accessories Except 

Vehicles and Guided Missiles 

Miscellaneous Fabricated 

Metal Products 

Engines & Turbines 

Special Industry Machinery Except 

Metalworking 

Office Computing & Accounting 

Machines 

Refrigeration and Service Industry 

Machinery 

Miscellaneous Machinery Except 

Electrical 

Electric Lighting & Wiring Equipment 

Communication Equipment 

•Electronic Components & Accessories. 
Miscellaneous Electrical Machinery 

Equipment and Supplies 

Motor Vehicles & Motor Vehicle 

Equipment 

Aircraft & Parts 

Guided Missiles & Space Vehicles & 

Parts 

Measuring and Controlling Equipment. 
Miscellaneous Manufacturing 

Industries 

Machinery Equipment and Supplies 

Export- Import Wholesale 

Miscellaneous Durable Goods 

Export- Import Wholesale 

Miscellaneous Nondurable Goods 

Export- Import Wholesale 

Computer & Data Processing 
Services 


6.3 

0 

0 

6.3 

0 

0 

5.0 

5.0 

6.3 

0 

0 

6.3 

6.3 

0 

0 

6.3 

0 

5.7 

0 

5.7 

0 

63.6 

49.0 

112.6 

0 

10.2 

9.0 

19.2 

0 

638.7 

703.5 

1342.2 

5.6 

75.5 

0 

11.2 

0 

9.0 

0 

9.0 

0 

17.8 

0 

17.8 

6.3 

0 

0 

6.3 

0 

0 

16.3 

16.3 

5.7 

1.1 

51.6 

58.4 

16.8 

622.1 

573.5 

1212.4 

5.7 

0 

0 

5.7 

0 

9.4 

0 

9.4 

89.0 

1031.5 

2285.0 

3405.5 

10.0 

6.7 

530.0 

546.7 

5.7 

0 

0 

5,7 

6.3 

249.5 

116.9 

372.6 

6.3 

0 

2.0 

8.3 

0 

0 

465.0 

465.0 

6.3 

0 

0 

6.3 

0 

13.7 

22.5 

36.2 


(continued) 
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Product Category 

Miscellaneous Business Services .... 
Engineering Architectural & 

Surveying Services 

Electronic Components i Accessories 

& Aircrafts i Parts 

Air Transportation Certificated 

Carriers & Motion Picture 

Production & Allied Services 

Miscellaneous Durable & Nondurable* 
Goods Export-Import Wholesale ... 

Miscellaneous SICs 

Unspecified 


TOTAL 
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Unspecified 

Best 

Efforts 

Liquidated 

Damages 

Total 

35.0 

0.6 

0 

35.6 

0 

5.0 

0 

5.0 

0 

0.9 

44.0 

44.9 

0 

0 

273.0 

273.0 

0 

2.8 

98.4 

0 

8.0 

641.1 

2.017.0 
10.8 

1.226.0 

2,017.0 

18.9 

1,965.6 

315.6 

3.340.1 

8,400.3 

12,056.0 


obltgations «re Impl^ntrt Moat oJ 7“ 

product areas. oan>ely^?c“ft enJiSL loS 

the sales and related offset oblioationc "‘ost of 

other countries with whom the U S has sn«»riai'*^H^f either NATO countries or 
the trend in offsets involvina som*. * defense security arrangements, 

from these countries' desires^to acouire ^''^'^dgements may result 

appear large 1o the'cootext*of etther'tota1°LMrtrpJ*’thrM°"'’ 
or .0 toe cootext of tOe value of 

B. 


Bilateral and Multilateral Negotiations 


Savrb«o"undenak 0 o„^«™ , °"iJe%f;"^*”v°r *" ‘'•o<'o 

Representative has taken the leM iith re^ert'tftJeM^^iln 

Department of State handled the dlscusslSnrSith Is^Ie? "*9«'»tions. The 
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Legal Authority 

Under the Constitution, the power to regulate commerce with foreign nations 
resides with the Congress, while the President has the consitutional power to 
make treaties with the advice and consent of the Senate. Section 309 of the DPA 
neither mandates negotiations on defense- related offsets, provides specific 
authority fof the President to enter into such negotiations, nor provides for 
domestic implementation/enforcement of any agreements reached. However, under 
the United States trade agreements program, the Trade Agreements Act of 1934 and 
successor legislation has augmented the authority of the President to enter into 
and enforce trade agreements to reduce both tariff and non-tariff barriers to 
trade. 

The current authority to negotiate agreements limiting non-tariff 
trade-distorting measures was extended by the Trade Agreements Act of 1979 and 
expires January 3, 1988. Under this authority, the President could negotiate 
agreements related to military offsets as a trade distortion. Any such 
agreements must be submitted to the Congress for approval under the expedited 
procedures contained in the Trade Act of 1974 before these agreements and 
domestic enforcement provisions could enter into effect for the United States. 

Separate constitutional and legislative authority exists for regulating the 
foreign transfer of military goods, related services and technology for national 
security, or foreign policy reasons. 

Application of 6ATT 

The General Agreeement on Tariffs and Trade (GATT) is the principal 
international body concerned with negotiating the reduction of trade barriers 
and with international trading relations. The GATT is both a code of rules and 
a forum in which countries can discuss and overcome their trade problems and 
negotiate to expand world trading opportunities. The GATT entered into force in 
1948, and more than 85 governments, which together account for more than 
four-fifths of world trade, are currently signatories. 

The original GATT document contains several exceptions, including a broadly 
worded “Security Exceptions" article. Article XXI, among other things, exempts 
the actions taken by the Contracting Parties with respect to "ammunition and 
implements of war. ..for the purpose of supplying a military establishment" from 
the obligations contained in the other GATT articles. 

Over the past 30 years, the GATT's activities and its legal instruments have 
been expanded in response to major shifts in the global economic structure. In 
the last major round of multilateral negotiations which concluded in 1979, 
agreement was reached on a new Government Procurement Code, a sector which 
heretofore had not been subject to the GATT disciplines. This code provides for 
national, non-discriminatory treatment with respect to governments signatory to 
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governments es agreed among 

EiSS 

xri^s’HE ai 

areas of 90°ernmenta?*acttvn^cou7d"*OTenorat’ J*sc*P'<ne in related 

OECD Activities 

countertrade has ionrbeen'''a’s1gn1ftcant attr'butr thrii'^s^^r*'^*'’*’ 
multilateral examination mithfn thJrorgailla^oJ; ' ’ 
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Environment for Negotiations 

Increased demands by foreign governments for offsets to purchases of U.S. arms 
and the possible negative impact of the demands on the U.S. industrial base and 
trade interests have become an increasing concern to the Administration, 
Congress, and American defense industries and their suppliers. However, in 
order to move this "concern" to the negotiation stage with a reasonable 
opportunity that these negotiations lead to a timely and successful result, 
certain conditions must usually be met. These include: 

Q Clear identification of the problem. 

0 Articulation of central and collateral issues surrounding the problem. 

0 Available factual information to support analysis of the problem. 

0 The susceptibility of the problem to an internationally negotiated 
sol ution. 

0 Minimal conflict between an acceptable solution to a specific problem and 
other Governmental policy goals. 

0 Agreement within the Government on the nature of the problem and on a 
negotiated solution. 

0 Similar recognitions by key foreign negotiating partners. 

0 Support by the private sector for the Government's approach to negotiated 
resolution. 

0 Availability of appropriate negotiating leverage. 

0 Realizable mutual benefits to negotiation participants. 

o An enforceable target outcome to an agreement among all significant 
negotiating participants. 

Without specific itemization, it is clear that not all the conditions have been 
met that are necessary to develop a negotiating mandate on this subject. There 
are, as discussed in the preceding body of this report, apparent conflicts 
between the pol iti cal /military goals of the U.S. Government, related policies 
such as the "two-way street" and the RSI concepts, and possible negative 
implications of increasing offsets on the mobilization base and the commercial 
interests of military contractors, their suppliers, and other domestic 
industries affected by offsets. The observation from the offset survey data 
that almost all the military sales and offsets, by value, were to those 
governments with which the U.S. either has formal mutual defense agreements or 
strong security interests, underlines this concern. 
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Defense contractors have indicated some support for a multilateral npantiataH 

Foreign Consultations 

/“Ws. ‘"e USTR. with the concurrence end 
participation of the relevant departments and agencies, undertook comtiiitAtiAne 
S;;"’" 9»';''-r«ients. both through the pemlnent eiassrSeJegMio^ ?5 

SSnMnn?^r"^!:“ f? " !?«*?' '‘elegetlon dispatched for thIs pSJpisrfrM 
Washington. This delegation held working level meetings in London Pari«: anH 

^ffsklsSue!'"''®*’"^"^® government officials from the ministries involved in the 

inform^ the foreign governments of the concern within the 
United States regarding offsets and described the analysis underway within th(^ 

off^t^trlnc^^J/"^ report mandate contained within the DPA. Three types of 
offset transactions were distinguished by U.S. officials: 

0 those negotiated among private firms on a strictly commercial basis; 

° "?«!wv’«re«-"“ ''' ”"‘'■''■“‘*"9 '"''"‘'y ‘o RSI or 

0 those which result from the requirements of purchasing governments as a 

®^^set transaction and non-mil itarv 

d».n5^‘ or ?h'r^ 

gove^n^oot^ ' «p1orat,oos of these topics -as of Interest to thosi 

None Of the foreign governments consulted had addressed the economic 
effJr“ti°the°Ixtetlt^of^SlI^tJ^ were engaged in an information gathering 

r^ulrements for Incoming offsets w?e^cenj?any*ill^aj^ b?''mSsrSf’thf 
onnHcTfn^" meeting of foreign offset requirements by military 
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involved In offsets, the management of the issue was generally lodged in the 
military procurement and sales agencies as opposed to the economic and trade 
agencies of those governments. Without exception, each government was concerned 
about any unilateral change in the offsets policies of the U.S. Government. 
Lastly, most governments were willing to discuss the substantive aspects of the 
issue at a future time when more information would be available to both parties. 

Di scussions with Israel 


Under the leadership of the Department of State, the United States has for some 
time pressed for Israeli agreement to phase out the special arrangements whereby 
Israel is permitted to negotiate "directed offsets" with its U.S. suppliers 
under contracts paid for with U.S. foreign aid appropriations. The Government 
of Israel has argued that these unique arrangements are important in 
establishing relationships between U.S. defense industry and Israeli defense 
firms and for the purpose of increasing production by such firms. 

After the first Joint Security Assistance Planning (JSAP) group meetings in 
November 1984, the United States sent a letter to the Government of Israel which 
informed them of U.S. concerns over the adverse effects of offsets and a U.S. 
desire to phase offsets out by the end of Fiscal Year 1987. In reply, Israel 
took the position that the “directed offsets" program is "critical to 
maintaining the strength of our defense industries and solidifying its ties with 
the U.S. DOD." 

During the second JSAP, in July 1985, the U.S., while acknowledging the 
importance that Israel attached to offsets, reiterated that "directed offsets 
set a troublesome precedent for the U.S. and proposed to phase them out before 
Fiscal Year 1988. In response, Israel asserted that offsets are critical to the 
Israeli Defense Forces readiness and should be maintained at current levels or 
increased. Negotiations on this point have continued with no resolution as of 
November 1985. 

C. Memoranda of Understanding 

The list that follows summarizes the Memoranda of Understanding (MOUs) signed 
between the United States and foreign countries that provide the basis for the 
fulfillment of offset commitments. Generally, an MDU is an umbrella agreement 
which describes the way government-to-government business is implemented. It 
identifies the authorities for actions without being the authority itself. Such 
authority would be contained within an implementing agreement, whereas an MOU is 
merely a statement of principle, identifying the financial arrangements of a 
transfer of arms. Some general reasons for the use of MOUs are the program s: 

0 large dollar value. 

0 high visibility. 
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0 political controversy, 

0 long life. 

0 numerous implementing agreements. 

0 complexity. 

0 mixture of government-to-government and conmercial transfers. 

Mprod«tiM"« ?Se d's“?rtlirortl!l’lr?-’ P'-“<“C«on. or 

Include offsets. When used, HOUs 5iye^tte’dMllr'''r' "®‘ ?ecessarily 

if It were completed within the US A dollar i^Alue of the entire program as 
program is notVcified aJd is tyoicanJ ] f f within ealh 

from the total dollar value. Acquisition licen<od V ]'"P°ss 1 ble to extract 

majority of FMS salerjo not llLe aJ aSd tSe 

which was provided by the Department JJ 9 ^: following list 

all arms transfers nJr a co^K ffs? o? * complete record of 

of agreements, the quantity listed foJ a^ Mol 1^00^ ® "“'"ber 
the quantity actually delivered or produced?^ Projected and may not represent 

Symbols used on the following pages: 

Quantity has not yet been determined. 

** Item was procured by competitive bid. 
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oouNnor 

nfM 

GUMirm 

VALUE 

BASIS 




(millions) 


Australia 

76an mao 



T» 


4SM0D Bloc Prim 



TCP 


50 Caliber CaKtridoe# 

Tracer H17 

200,000 

0.21 

FHS 


SO Caliber Cartridsje, Ball 
1133 

600,000 

O.BO 

FM3 


Urk, NataUic Belt, lO 

1,000,000 

0.05 

FHS 


rA-18 


2,700.00 

WXI 


20tan Phalanx 



TCP 


PPG (Frigates) 


650.00 


AustrU 

M6QA1 to M60A3 
conversion Kit 

120 

19.8 

FNS 

Bslgiui 

P-16 K/B Aircraft 

44 

1,000 

HGU/ 

SNS 


Rckt Ntr 2.75 in 

10,400 

0.80 

FNS 


Rckt Ntr 2.75 in 

2,324 

0.20 

FMS 


Rckt Ntr 2.75 in 

22,228 

2.00 

FNS 


Rckt Ntr 2*75 in 

3,000 

0.30 

FNS 


Rckt Ntr 2.75 in 

30,000 

2.70 

FNS 


Rckt Ntr 2.75 in 

2,000 

0.20 

FNS 


Rckt Ntr 2.75 in 

15,072 

1.40 

FHS 


THIRD OOKIRT 


VKTE 

U.S. OONPANT 

SALES 

NmimL 

SERVICB 

1978 


None 


C6N 

1979 


None 


USN 

Feb 79 

Lake City AAP 
Ind^)endenoe, NO 

None 

Sec. of Defense 

USA 

Feb 79 

Lake City AAP 
Independence, NO 

None 

Sec. of Defense 

(BA 

Feb 79 

Nells Narine, Inc. 
Costa Hesa, CA 

None 

Sec. of Defonse 

(BA 

Sept 80 

NcDonnell Douglas 

None 


U5N 

1981 

(3en.lVhASen.Blec 

None 


(BN 



None 


(BN 

Apr 79 

** 

Nona 

Sec. of Dsfenae 

(BA 

Jun 75 Gen Oyn 

Feb83(LQA> 

None 


(BAF 

Feb 76 

Northrop 

Franoe 

Dir, D6AA 

(BAF 

Feb 76 

Northrop 

Spain 

Dir, C6AA 

USAF 

Dec 76 

Northrop 

Netherlands 

Dir, OSAA 

USAF 

Feb 77 

Northrop 

Australia 

Dir, DSAA 

(BAF 

Har 77 

. . .m. % 

Normrop 

Saudi Arabia 

Dir, 

(BAF 

Apr 77 

Northrop 

Spain 

Dir, DSAA 

(BAF 

Nov 77 

Northrop 

Netherlands 

Dir, DSAA 

(BAF 


CaJ 
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nai 


Cartridge, 

M43-PrliDBr 

Cartridge SO Cal, 
Spotter-Traoeri MflUU 

Cartridge, lOSon, ill«, 
H314A3 ' 

Cartridge, lOSon, Mm 
HC BE K84 

tajectile, ISSan, lllui 
H48SA2 

* Projectile, ISSnt, Saoke 
Green, BE N116A1 

Projectile, ISSma, aaake 
Red, BE M116A1 

PcDjectile, 155MI, Svke 
Yello#, BE H116A1 

Fuse, NT N565 

Fuse, H732 


Grenade, Hand, Mm 
MB 

Ignitor, Fuse, H60 

Firing Device, Denoliticn 
HS 

Firing Device, H142 


O.VMJUB BftSIS OKR 
T^lllcns) 


U.S. CPMPiMff 


third oouNifor 

fiaiJgg 


APPROVAL 


8BWICB 


• 

FMS 

Aug 78 

Lake City AAP 
Independence, NO 

None 

Dir, Q6AA 

USA 

• 

FN3 

Aug 76 

Lake City AAP 
Independence, NO 

None 

Dir, DSAA 

USA 

* 

FNS 

Aug 78 

Longhorn AAP 
Narshall, IX 

None 

Dir, DBM 

USA 

a 

IMS 

Aug 78 

Pine Bluff ATS 
Pine Bluff, AK 

None 

Dir, DSAA 

USA 

• 

FNS 

Aug 76 

Longhorn AAP 
Marshall, IX 

None 

Dir, DSAA 

USA 

e 

FMS 

Aug 78 

Pine Bluff Ars 

Pine Bluff, AK 

None 

Dir, DSAA 

USA 

• 

FNS 

Aug 78 

Pine Bluff An 

Pine Bluff, AK 

None 

Dir, DSAA 

USA 

a 

FMS 

Aug 78 

Pine Bluff An 

Pine Bluff, AK 

None 

Dir, DSAA 

USA 

a 

FMS 

Aug 78 

aa 

None 

Dir, DSAA 

USA 

a 

FNS 

Aug 78 

Lone Star AAP 
TUxarkana, TX 

None 

Dir, DSAA 

USA 

a 

FNS 

Aug 78 

Pina Bluff An 

Pine Bluff, AK 

None 

Dir, DSAA 

USA 

a 

FMS 

Aug 78 

aa 

None 

Dir, DSAA 

USA 

a 

FNS 

Aug 78 

aa 

None 

Dir, DSAA, 

USA 

a 

FNS 

Aug 78 

Produced outside 
Continental U,S. 

None 

Dir, DSAA 

USA 
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Canada 


THIRD GOUNIIOr 



ouAKrrrr 

BVRIJUB 

(ndlllonsl 

BASIS 

DAIB 

O.S. OQNFMIT 

SALES 

APPROVAL 

SEKVICB 









Hartiaadf 2«75 RKTf amke 

w ias6 

a 

a 

FHS 

Aug 78 

aa 

None 

Dir, D6AA 

USA 

PUie, 11427 

a 

a 

FMB 

Aug 78 

aa 

None 

Dir, 06AA 

ISA 

GrenadB, iland» 

Fragnentatlony 1147 

a 

a 

FMS 

Aug 78 

bone SUr AAP 
Texerkana, TX 

None 

Dir, DBAA 

USA 

Firing Davloa« Ml Oalay 

Type (8-12 vin) 

a 

a 

ns 

Aug 78 

Not in production 

liono 

Dir, DSAA 

USA 

Firing Device, Ml Deliy 

Type (45-115 min) 

a 

a 

fNS 

Aug 78 

Not in production 

None 

Dir, DSAA 

USA 

Firing Device, Ml Daley 

Type (100-280 min) 

a 

a 

ne 

Aug 78 

Not in production 

None 

Dir, DSAA 

USA 

TQM, Guided Hleeile, 

Surface Attack, HE 

* 

a 

FMS 

Jun 78 

Hughes Aircraft 
Calver Ci^, CA 

None 

Dir, DSAA 

USA 

TCM, Guided Hiasile, 

Surface Attack, Practice 

* 

a 

FMS 

June 78 

Hughes Aircraft 
Calver City, CA 

None 

Dir, DSAA 

USA 

TCM, Blast Simulator 
Assenbly 

a 

a 

FMS 

Jun 78 

State Oo* 
Frederick, CD 

None 

Dir, DSAA 

USA 

TCM, Missile Simulator 

Rou^ 


a 

FMS 

Jun 78 

7 

Van Nuys, CA 

None 

Dir, DSAA 

USA 

Cartridge, 105imi, Tank 
ancice MMT, H416 

« 

a 

FHS 

Dec 78 

Pins Bluff Are 

None 

Dir, DSAA 

USA 

Projectile 5iiv^ Caliber 
HC MK 108 Nod 1 

* 

a 

FMS 

Feb 79 

LandBdaMn Oo 
Morten, FA 

None 

Dir, DSAA 

• 

USA 

Projectile 5iiv^4 
am:, H61 Nod 1 

a 

a 

FMS 

F^79 

bandsdown Oo 
Norton, PA 

None 

Dir, DSAA 

USA 

Projectile 5ia/54 Caliber 

a 

a 

FMS 

Feb 79 

Landsdown Oo« 
Mortona PA 

None 

Dir, DSAA 

USA 

BI/-PA MK 92 Nod 4 





BAM ip mCB 



u 

a 
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amiRy 

Guiada 


noi 

OUMfriTT 

$*VKUJE 

BASIS 

CAR 

O.S. GQMIANy 

third couNirer 



awv Ptoj«ctlla 5iiv54 
Caliber lffC6 Nod 1 

* 

Wlllons) 

* 

FMS 

mb 79 

Landsdown Gd« 
Morton, PA 

None 

APPRCWAL 

Olr, DBAA 

. SERVig 

USA 

aamy Projectile Charge 
51rv^4 Caliber 

* 

* 

ms 

PBb79 

Landsdown Go. 
Morton, PK 

None 

Dir, DBAA 

OSA 

Charge Propelling 51iv08 

4 51fv/54 Caliber Clearlni 

MC 65 Mod 0 

• 

• 

ms 

M> n 

Landstown Go. 
Mortoii, PA 

None 

Olr, DBAA 

DBA 

Signal, aadce and Illui* 
Narine MR 66 Mod 0 Red 

• 

a 

ms 

Fab 79 

Naval Iteapons 
Center, Crane, IN 

None 

Dir, DBAA 

D6N 

"■rieer. Location, Marina 

MR 27 Nod 0 Subnarlne 

a 

a 

ms 

Feb 79 

Naval Ha^xms 

None 

Mr, DBAA 

OSN 

YelltM Flare Nhlta Smoke 
(In As I8 Condition) 





Center, Crane, IN 




Marker, location Narine 

MR 28 Nod 0 Stimarlne 

• 

a 

ms 

Feb 79 

Naval Haapons 

None 

Dir, DBAA 

D6N 

Green (lye (In As Is 
Ccndltlon) 





Center, Crane, IN 




Charge Demolition MR 8 

Nod 0 Flexible Linear 70% 

• 

a 

ms 

Feb 79 

aa 

None 

Olr, DBAA 

IBM 

Ocxip A-3 30% Alualixjn 

Powder 








UOif 

Cartridge lapulse NR 104 

Mod 0 FAtalnlng Tbwer 
use only 

• 

a 

ms 

Feb 79 

7 

Ncxie 

Dir, DBAA 

DSN 

Cartridge, Life Raft Vital 
F/Hultl>englned K/C Life 

* 

a 

ms 

Feb 79 

ttalter Rldde Go 

None 

Dir, 0SI)A 

DSN 

Raft Ejection, Inflation, 
Walter Rldde 





Maryland 




Cartridge, ISiulse m 

105 Hod 0 F/A W>-13 

* 

a 

FNS 

Fab 79 

aa 

None 

Olr, DBAA 

DSN 

Sonar Guillotine 









Ca> 

'Vj 
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ouMfrmf 

S'VAUK 

InlllionsI 

BASIS 

UOB 

U.S. CGHFANT 

THIRD COUNIRT 
SALES 

APPROVAL 

SEanVICB 

HGN 








cartridge Tagalam P/SH-3A 
ai-198 UH34B Series 

Aircraft Talley P/N 1013-40 
or CAD Inc P/N 070020 
(Source Control IXfg 

2518431) 

• 

ft 

RfS 

mb 79 

Mot in Production 

None 

Dir, D6AA 

V3H 

Oontalnar Domolltlon 

Charge MR 1 Mod 0 
(in As is Condition) 

• 

ft 

ne 

mb 79 

ft* 

None 

Dir, D6AA 

Dai 

Container Denolltlon 

Charge MR 2 Mod 0 

OonUlner Demolition 

Owige MR 2 Mod 1 Ehipty 

* 

ft 

EM3 

mb 79 

•ft 

None 

Dir, DSAA 

Dai 

Container Deraolltlcn 

Charge MR 1 Hod 0 

ft 

ft 

PN3 

mb 79 

ft* 

None 

Dir, DSAA 

Dai 

Container Demolition 

Charge MR 7 Hod 1 Bnpty 

ft 

ft 

FMS 

mb 79 

ft* 

None 

Dir, DSAA 

DSN 

Ooi^lner Denolltlon 

Charge MR 7 Hod 2 Ehf»ty 

ft 

ft 

ms 

mb 79 

ft* 

None 

Dir, DSAA 

DSN 

Container Denolltlon 

Charge MR 7 Mod 3 

ft 

ft 

EM3 

mb 79 

ft* 

None 

Dir, DSAA 

DSN 

Container Demolition 

Charge MR 7 Mod 4 Ehipty 

ft 

ft 

ms 

mb 79 

ft* 

None 

Dir, DSAA 

Dati 

Container Denmlltlon 

Charge MR 7 Hod 5 Dnpty 

ft 

ft 

ms 

mb 79 

ft* 

None 

Dir, DSAA 

» 

Dai 

Container Demolition 

Charge MR 7 Hod 6 Bnpty 

' ft 

ft 

ms 

mb 79 

ft* 

None 

Dir, DSAA 

DSN 

OoAtainer Demolition 

Charge HR 7 Mod 7 Enp^ 

' ft 

ft 

ms 

mb 79 

ft* 

None 

Dir, DSAA 

DSN 
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cxuinof noi 

OUMtnTT 


BASIS 



^milllGns) 

OuHKla OQntalfwr Dmlltlon 

Oiaigo MK 7 Hod 8 Bqpty 

a 

a 

ns 

Oontaimr Denolltlon 

Chaiga HK 8 Hod 1 E)if»ty 

• 

a 

ns 

Dcxnb GP MC 82 Hod 1 

500 lb cnpty 

* 

a 

PM3 

Batb GP MK 82 Hod 1 

500 lb Exploeive 

a 

a 

ns 

Signal smoke and Illm. 

Marine HK 13 Mod 0 

a 

a 

ns 

Projectile 51rv54 Caliber 

Vr Nof^Prag HK 101 Mod 

0 MK 64 Mod 0 Projectile 

Bod/, HK 73 Mod 10 SD FUse 

a 

a 

ns 

Projectile 51n/54 Caliber 
vr Non-Frag MX 100 Mod 

0 MK 64 Mod 0 Projectile 

Body, MK 73 Mod 11 NSO Ftne 

a 

a 

ns 

Charge Propelling 51fvOS4 
Caliber Full MK 67 Mod 3 

Steel Case MK 9 Primer NR 

45 Mod 1 Polyurethane Plug 

a 

a 

ns 

Oiarge Propelling 52/54 

Caliber Reduced Steel Case 

MC 9 Primer MK 153 Nod 

0 Cork Plug 

a 

a 

ns 

Ouicge Aseonbly 

Demolition MK 138 Mod 1 

Block Type Ccnp C 

a 

a 

FNS 

N7 Bayonet 

F3A (Nmn;) see PRf? 

84999 

0.94 

LQk 


THIRD OOUNXlOr 


DKIB 

D.8. OOMPMir 

SALES 

APfWMAL 

. SERVICg 

USN 

PUb 79 

aa 

None 

Dir, DBAA 

Peb 79 

aa 

None 

Dir, OEM 

U5N 

Peb 79 

aa 

None 

Dir, DSAA 

DSN 

Peb 79 

Naval Mmmition None 

Depot, NcAlestar, OK 

Dir, D6M 

USN 

M> 79 

Naval Meapona 
Syetcne, Crane, IN 

None 

Dir, DBAA 

DSN 

Peb 79 

Landsdown Go. 
Norton, PA 

None 

Dir, DSAA 

USN 

Peb 79 

Undsdown Oo. 
Norton, PA 

None 

Dir, DSAA 

USN 

Peb 79 

Undadown Go. 

Norton, PA 

None 

Dir, DSAA 

USN 

Peb 79 

Naval Amnunltion 
Depot, NcAleeter, OR 

None 

Dir, DSAA 

USN 

Peb 79 

aa 

None 

1 

Dir, DSAA 

USN 

1984 

imperial Knife 

None 


USA 


Ca> 
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THIRD aXJHIRir 



ubi 

GUAIinTT 

8 VALUE 

BASIS 

OOB 

U.8. OMFIANT 

SALES 

APFROUAL 

SERVICE 

oQumwt 



(niilliona!l 





1 


Danark 

RM (See mS) 



HCU 

Har 79 






RAN (See FRG) 



MDU 

Apr 85 






p-iciv/g (SM Ere) 



NOU/ 

m 

Jun 75 





Egypt 

IOSm TRilk Abno 


37.0 

lOl 

1979 


None 


USA 

ETO 

r-16 

348 

S,300.0 

NGU/ 

FK3 

NiV 75 

General Dynaedce 

Yes 

Dir, State • 

OSAP 

Mena 

AXII-9L 

8,800 

519 

KV 

Oct 77 

Raytheon 

800 Italy 
BOO Norway 

Dir, Defense 
Research, 6 Eng. 

USN 

Republic of 
Gaxnaiy 







2500 UK 




Ribbon Bridge 


15 

ne 

Jul 77 

Ooneolidated Diesel 
Electric 

NATO 

Dir, DSAA 

tBA 


Sin Rolling Air Franee 


1,300 


1975 


None 


USN 


NODFUR 

8,341 

568 

ms 

1978 

Texas Instnnsnta 

NATO 

Dir, Def. 
Research, 6 Eng. 

USA 


AI«CS (w/Canada) 

18 

1,826 

ms 

Dec 78 

Boeing 

None 

Sec. oi Defense 

OSAP 


STINGER 

10,000 

852 

NOU 

1983 

General Oynnlcs 

None 


USA 


Nleeion Bguip. Package 
for Advanced Attack 
Helicopter 

250 

18 

NDU 

Aug 84 

Nartin Narietta 

U.8. 

Dir, DSAA 

USA 


RM NMpon Syetaa 

H/k 

233 

NOU 

Nar 79 

General oynaadcs 

H/k 


USAP 


(Oevelopnent) 

- 









RAN Meapon Syaten 

7,100 ■ieeiles 


NGU 

Apr 85 

General Cyneadcs 

Yes 


USAP 


(Production) 

73 launchers 








Greece 

Ccmponenta Conversion 
of NiSAl to N48A5 Tank 

55 each 

11.76 

PHS 

Dec 76 


None 

Dir, DSAA 

' USA 


Cartridge SO Caliber 

100,000 

0.20 

,FI6 

Nay 76 


Nona 

Dir, DSAA 

USA 


Spotter Tracer H48A2 
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coumrof 

Graeos 


mu 

OUANTm 

9 vhum 

BASIS 

DKIB 

U.S. OQNBAmr 

miRooouNiRr 

SALES 

ktniDrvnr 


Cartrldsre^ 9000, Tank RB 
M71, Puza, PCN5S7 

10,000 

InillicnaF 

1.12 

FNS 

Jan 77 


None 

ArnUWIL 

Dir, DSAA 

SOVICB 

USA 

Oirtridgo# 90oi, 

H431A2 

10,000 

2.36 

FNS 

Jun 77 

Not in Production 

None 

Dir, DSAA 

USA 

Osrtrldge, 90on, HBKT, 
N371A1, v/ Fuse 11530 

62,500 

12.63 

FNS 

Sep 77 


None 

Dir, DSAA 

USA 

Rifle, 9000, 1167 

1,500 

12.06 

FH3 

Dec 77 

Not in Production 

None 

Dir, DSAA 

USA 

Cartridge, 57ha, N306A1 

TP, w/ Fuse, PD 

• 

• 

FNS 

Apr 78 

Not in Production 

None 

Dir, DSAA 

USA 

, Cartridge, 60oo, lllui, 
H83A3, w/ Fuse 

* 

• 

FNS 

Apr 78 

longhorn AAP 

None 

Dir, DSAA 

USA 

Cartridge, 90oo, APC-T, 

H82 

* 

* 

FNS 

Apr 78 

Not in Production 

None 

Dir, DSAA 

USA 

Cartrldgs, 90ia, HE-T 
Gompoaition B, XN591 

• 

• 

FNS 

Apr 78 

Not in ProAaction 

None 

Dir, DSAA 

USA 

Projectile, 155oo, Illin. 
M485A2 

• 

* 

FNS 

Apr 78 

Iowa AAP 

None 

Dir, DSAA 

USA 

Charge, Prop. Bin M2 

White B^lg 

• 

. * 

FI6 

Apr 78 

Indiana AAP 

None 

Dir, DSAA 

USA 

Cartridge, lOSno, N84M 

* 

* 

FNS 

Apr 78 

Pine Bluff Are 

None 

Dir, DSAA 

USA 

Cartridge, lOSno, 

M31M 

• 

• 

FNS 

Apr 78 

toni^iQm AAP 

None 

Dir, DSAA 

USA 

Cartridge, lOSno, 

M671P-T 

• 

• 

FNS 

Apr 78 


None 

Dir, DSAA* 

USA 

Cartridge, 106an, N344, 

• 

• 


Apr 78 





HEAT 



FNS 


None 

Dir, DSAA 

USA 

Cartridge, lOBni, 

K34fiAl, HEP-T 

* 

a 

FNS 

Apr 78 


None 

Dir, DSAA 

USA 
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oouwnof 

Gram 


THIRD ooumur 



GUMUnr 

$* VALUE 
(■alllioraT 

BASIS 

DKTB 

U.S. GQHFAinr 

SAE£S 

APPROVAI. 

fflSVICB 









Cartridge lOSm^ Tank 

HM# Sackm, M416 

6,500 

1.38 

ms 

Apr 78 

Pina Bluff Ars 

None 

Dir, DBSA 

USA 

Cartridgaf lOSoBf Tank 

TM, M467 

1,700 

2.45 

ms 

Apr 78 


Nona 

Dir, D6AA 

USA 

Cartridge 10Sani« Tank 
APOS-S, H392A2 

10,000 

7.40 

ms 

Apr 78 


Nona 

Dir, DSAA 

USA 

Cartridge, lOSan, Tank 
HEKIVT, M456 

30,000 

13.68 

ms 

Apr 78 

Milan MP 

None 

Dir, OSAA 

USA 

Cartridge, 205in, Tank 
HEP^, M393A2 

19,000 

3.06 

ms 

Apr 78 


None 

Dir, OSAA 

USA 

Cartridge 57 m, 1007, 

HEKT w/fuaa, PL, P/Mflea 

* 

• 

ms 

Apr 78 

Not in Production 

None 

Dir, DSAA 

USA 

HIS, MiaAl 









Projectile Sin 10.06 HE 
without fuse 

• 

e 

ms 

Apr 78 

Comhusker AAP 
Grank Island, NB 

None 

Dir, DSAA 

USAA 

Cartridge, 75iin, Blank 
H337A1 

* 

ft 

ms 

Apr 78 


None 

Dir, DSAA 

USA 

Cartridge, 7Sim, M309, 
w/ fuse, PD, N5U4, ,05 

* 

ft 

ms 

Apr 78 


None 

Dir, DSAA 

USA 

second delay 









Cartridge, 75an, HBKT 

M310, w/fuse, BD, N62A1 

• 

ft 

ms 

Apr 78 


None 

Dir, DSAA 

USA 

Cartridge, 75iBa, HE, 
H309/a, «/fuse mso. 

• 

ft 

ms 

Apr 78 


None 

Dir, DSAA 

1 

USA 

HSOOAl 









Cartridge, 75iiid, APC’-T 

N61 

• 

ft 

ms 

Apr 78 


None 

Dir, DSAA 

USA 

Cartridge, Sinn, HE, 

* 

ft 

ms 

Apr 78 


None 

Dir, DSAA ^ 

USA 
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nai 

CXlANmY 

$VKum 

BASIS 

OfOB 

U.S. OQMmiiY 

ihiro aufncr 


Cartrii^, 81n, Illtw, 
I1301A3, w/fusa, Tina 

• 

inilliona) 

a 

ms 

Apr 78 

Longtiom AAP 

SBflUU 

None 

Amowu. 

Dir, D6AA 

. SEFVICB 

OSA 

Charge Propelling 

• 

a 


Apr 78 





175nra, m, H86A2, w/ 
Additive jacket and 



fMS 


None 

Oir, D6AA 

QSA 

M82 Prlnar 









Charge, Propelling, 

17Siin, GB, M124 

• 

a 

ms 

Apr 78 


None 

Dir, OSAA 

OSA 

Projectile, 17Snn, HB 

M437A2 

* 

a 

FNS 

Apr 78 


None 

Dir, OSAA 

USA 

Prop Charge ISSan, 

2,000 


FN5 

Jun 78 





M119A1 

•25 

Indiana AAP 

None 

Dir, OSAA 

USA 

Barrel, Sian, N29 or 

29A1 

• 

a 

FMS 

Noe 78 

Natervliet Are 

None 

Dir, OSAA 

USA 

Bridge Floating Raft Set, 
Light Tactical 

60 

4.36 

ms 

Jan 79 

No principal 
producer 

None 

Dir, DSAA 

USA 

Cartridge, lOSma, RSP-T, 
H393A2 ' 

* 

a 

FMS 

Jun 79 


None 

Dir, DSAA 

USA 

Cartridge, lOSnn, 

HEAT^, M456 

a 

a 

FMS 

June 79 

Milan AAP 

None 

Dir, DSAA 

USA 

M48 Tank Spare Parte 

• 

e 

FMS 

FMS 

Oct 79 

Hay 80 





Gcnfxsnente for 

Oonveraion of II48A1 
to M48A3 

110 

18.48 

Not in Production 

No Principal 
Produoer 

None 

None 

Dir, OSAA 

Dir, OSAA 

USA 

USA 

Cknixinenta for 

Conversion of H48A3 Tai4t 

102 

30.48 

FMS 

S^81 

No Principal 
Producer 

None 

t 

Dir, OSAA 

USA 

N47>^8 Tank Spare Parte 

• 


FMS 

Jul 81 




T132E1, T136, T107, T84 

• 

• 

Not in Production 

None 

Dir, OSAA 

USA 

T85E1 Track Shoe 



FMS 

Feb 81 

aa 

None 

Dir, OSAA 

USA 


CO 
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gunny 

urwl 


Italy 
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ngi 

Platan Signal MHf8 

Sight, infinity 

fOA On Stabilisation Kit 
for H60A1 Tank 

TaleaoGpa Panoraiilc 


Msimt, Tank Parlaoope 
Mils 

Ring Aaaenbly, Slipring 
for MSQkl Tank 

Elevation Assy H140 Oan 
Mount 

e^l6C/D 

N109Q SP Howltser 


N109 SP Howltser Vehicle 
for Conversion to N109G 
Configuration 


floe, PD, H572 


H113A1 Italian Modified 


M113 APC 

Fuse, PD, M739 

M1I-9L (with Norway, IK) 






THIRD gunny 


SEKVICB 

ouMirmr 

^ mrtv 

BASIS 

DKIB 

U.S. COMPANY 

SALES 

APPRCMAL 

9 VfuUK 







up to 200 

• 

PNS 

Jan 76 

Not In Production 

Nona 

Dir, 06AA 

USA 

40 

.01 

PMS 

Mar 76 

Not In Production 

None 

Dir, DSAA 

USA 

125 

1.38 

PNS 

Jul 76 

Honeywell 

Nona 

Dir, DSAA 

USA 

150 over 

.69 

PNS 

Jul 76 

Not In Production 

Nona 

Dir, DSAA 

USA 

5 years 





' 


USA 

60Ar, 5y» 

.06/Vr 

PMS 

Nov 77 

Not in Production 

Nona 

Dir, DSAA 

OOyVr 

400/^r8 

.22 

PMS 

Dec 77 

•* 

Nona 

Dir, DSAA 

USA 

USA 

250 

12.77 

PMS 

Mar 81 

Raloon Inc. 

None 

Dir, DSAA 


425 

PMS 

Aug 83 

General lynanlGS 

Nona 


USAP 

258 

41.10 

MOU 

1973 

Bowen, McLau^ln, 
York 

Nona 

Sec. of Defense 

USA 

32 

16 

Amend. 

Aug 76 

Bowen, NCLaugMiAff 

Nona 


USA 


to MOO 


York 




20,000 

.30 

PNS 

Peb 78 

Milan AAP 

Milan, TX 

Nona 

Dir, DSAA 

USA 

300 

39 

06AA 

Kotter 

Apr 78 

PMC Oorp 

Nona 

Dep.Dlr, DSAA 

USA 

4,949 

159.5 

NQU 

63/78 

PNC Oorp 

Ll,Tk,SA, 

GR,I8 

Dir, DSAA 

USA 

140,000 

3.2 

PMS 

Apr 80 

Hanllton 
Techna|logy, Inc. 

Nona 


USA 

1,314 


Supple 

toNCXi 

Mar 83 

) 

Baytheon 

Denaark, 

Netherlands, 

, Spain 

U5N 


•Pk 
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oajNiwf 


Japan 


Kbraa 


^ HEH 

I-<laNk SAN 

MI-IS Hallocptar 

ASM ttoapon Systoi 
P-X Update III 
M11QA2 8P Howitxar 

AIIf-9L Missile 

MK46 Ibtpedo 

HAMC SA Missile 
MR 182 Nod 1 
MR 193 Nod 
AM/^OO-X Nine 

P-15 (Supeccades Jim 78 

NDU 

PKIIUOT Air Defense 
Missile System 

Ccninnents, naintenanoe 
of Tnick, Cargo, 5 ton, 
M813 

Ocnfionenta, maintenance 
of tnn*. nup, 5 ton. 


jfmrm 

$* VALUE 

BASIS 

UOE 

_ U.S. aMBANr 

IHIROOOUNIKY 

SArj?R 

APPnrvmr 



766 

MOU 

1979 

Raytheon 

None 

Chief, NDM> 
Japan 

SERVICE 

USA 

45 


MCXI 

1982 

Hughes, BHTI 

None 


UBA 


NOU 

Jun 78 

Lockheed 

None 


t6N 


3,200 

NQU 

1982 

Lockheed 

None 


USN 



NOU 

1982 

Bamn, McLaughlin, 
York 

None 


UBA 

2,820 

240 

PMS/ 

1982 

Naval fteapons 

None 


USN 



NQU 


center, Raytheon 




290 

NOU 

1982 

Aerojet Electro 
sterns Oo. 

None 


USN 



NQU 

67/83 

Raytheon 

None 


USA 



TOP 

1983 


None 


USN 



TOP 

1983 


None 


USN 


. 


1983 

General Electric 

None 


USN 

155 


NOU 

Dac 84 

General Oynaiaica 

None 

Sec. of Oefenee 

UBAP 

1645 amis 

35 fire unit 


NOU 

Dec 84 

Raytheon 

None 


USAP 

2 

•08 

FNS 

Nay 78 

AM General Ooip 

None 

Dir, DEM 

USA 

62 

3,24 

ms 

May 78 

AN General Ooip 

None 

* ■ 

Dir, OSAA 

USA 
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{XHNngr nCH 

oiMirm 

$*VMJUB 

BASIS 

BoiM CoBoponanta, naintenanoe 

of Truck, Tractor, 5 ton 
K918 

156 

(mllllonsi 

6.40 

ms 

Oonijonenta, nalntenanoa 
Truck, wrucker, 5 ton 

MB16 

46 

4.28 

ms 

Oonponents, naintenanoa 
Tank H48A1 

190 

21 

ms 

2.75in Rocket Launcher 
HllSaAl 

Unliadted 


Amend 

NOU 

M-16 Rifle 

324,000 

103 

Amend 

NOU 

ROK Indigenous Tank 

* 

* 

NOU 


68 

74.40 

LQA 

SfAASRX . 



TCP 

GP Mi84 Arfianb 



TOP 

Mc57 lane Nod 0 



TOP 

Hk83 Bonb FUse 



TOP 

Mi403 SUP Fuse 



TOP 

51n Rocket Notor IK22 



TOP 

H109 SP Hcwitaer 

272 

217 

NOU 

Newport Claes 



TOP 

XKI Tank 

710 

• 

NDU 


THIRD OXJNIRr 


OOB 

U.S. OQHPANT 

SALES 

APPROVAL 

SERVICE 

HW 78 

AN General Oorp 

None 

Dir, DBAA 

USA 

Nay 78 

AN General Oorp 

None 

Dir, DSAA 

USA 

Nay 78 

Not In Production 

None 

Dir, D6AA 

06A 

Oct 77 

Colt Inc. 

None 

Chief, JIENNS 
Korea 

USA 

Oct 77 


None 


USA 

Jul 78 

Not Determined 

None 

Sec. of Defense 

USA 

Nov 80 

Northrop 

None 

Dir, DSAA 

USAF 

1981 


None 


U5N 

1982 


None 


USN 

1982 


None 


USN 

1982 


None 


USN 

1983 


None 


USN 

1983 


None 

, 

USN 

1983 

Bowen, NcLaughlln, 
York 

None 

Dir, DSAA 

t 

USA 

1984 


None 


USN 

Sep 84 

Future Agreement 

None 

Dir, DSAA 

USA 
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OGuinDf noi 

awnrnr 

$' VALUE 
Imllllcns) 

11 

BASIS 

DKIB 

0.8. ooHMinr 

THIRD OOUNIRY 

jSAr ma 



NMD Law-x 

225,700 

TEA 

1964 


onus 

None 

APPROVAL 

, SERVICB 

USA 

lAir-Il 

129,240 

5.2 

LCA 

1968 


Nona 


USA 

Lmr-III 

836,398 

36 

Letter 1969 


Yes 


SBASFARROW MlsslU 

N483A1 ShoU 


450 

mi 

mi 

1973 

1980 

Raytheon 

Nona 


USA 

USN 




Yea 


USA 

HANK BLIP 

HOU 

68/80 



Raytheon 

None 


USA 

USA 

AN/lSO-73 Mlaslla Niixtor 
^8ten 

to 29 

146.7 

mi 

F8b81 

Utton/tone star 
AAP, TX 

Nona 


NBtherlands 'h109 sp Hovltier I 

134 

18.1 

NOU 

1966 

BcMen, NcLamhlln, 
York 

None 


USA 

P-16VH (Sea BID) 




1975 





Ibipedo Uuncher MU 

Hod 0 (Conf) 

40 

•02 

FM3 

Jul 77 

Not In Production 

Nona 

Olr, DSAA 

USN 

Projectile, ISSmi aeoke 

NP, N11QA2 

4,000 

•20 

FMS 

Jan 79 

Longhorn AAP 
Narehall, TX, 

Nona 

Dir, DSAA 

USA 

Projectile, ISSon HB, 

H107 

29,224 

3.36 

FIS 

Jan 79 

Louisiana AAP 
Shreveport, LA 

None 

Dir, DSAA 

USA 

H109 SP Hoeitser 11 

86 

61 

FNS 

1979 

Boesn, HcLaughlln, 
York 

Nona 


USA 

H-483A ISSon 

Inptoved Conventional 

Uhllnlted 

— 

mi 

Oct 80 

Nlsalaslppl AAP Bay 

NATO 

Dir, Defense 

USA 

Mjnltlon 





St. Louie, MI 


Research 4 Eng. 

7r90M577 Fuse 

P-18A/B 

Unllnlted 

— 

HOU 

Oct 80 

Kansas AAP 

Parsons, KS 

Nona 


USA 

111 

2,000 


Dae 80 

General IVnaoics 

Nona 

Dir, DSAA 

USAF 




Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


Sanitized Copy Approved for Release 2009/12/23 : CIA-RDP87M00539R002303720001-1 


1HIRD oournior 



nCM 

OUMinTT 


BASIS 

OKIE 

0.8. OQMBMIT 

SALES 

APPROKAL 

8ERVICB 









Nomoy 

(see ERS) 




1975 






Cartridge, 20iBa, IP 

II5SA2 

ft 

ft 

fMS 

Sep 76 

Lake City AAP 
Independence, HO 

None 

Dir, D6AA 

USA 


Cartridge, 2ann, HBI 

IIS6A4 

ft 

ft 

FHS 

Sep 76 

Lake City AAP 
Independence, HD 

None 

Dir, DSAA 

USA 


Ribbon Bridge 

ft 

ft 

FMB 

Jim 77 

Consolidated Diesel 
Blectric 

None 

Dir, DSAA 

USA 


A1H-9L (See Italy) 




Har 83 





FhlllfipinBS 

Nagasine 7.62 Cartridge 

100,000 

.14 

FHS 

Jul 78 

ftft 

None 

Dir, DSAA 

USA 


Fuse, PD, M557 

TS,000/Vr 

.90/yr 

IMS 

jui ra 

Hilan AAP 

Hilan, IX 

None 

Dir, DSAA 

USA 


Signala XH167, XM166, 

10,000 of 

.31/yr 

FK3 

Jul 76 

Not in Production 

None 

Dir, DSAA 

USA 

Singapore 

Hortar Trainer I132R1 

4 

.01 

FM3 

Jun 76 

Matervliet ARS 
Natervliet, NY 

None 

Dir, DSAA 

USA 


40Ua N203 Grenade 

Launcher (with Itiailand) 

10,000 

3.63 

ms 

feb 78 

Colt Industries 
Hartford, CT 

None 

Dir, DSAA 

USA 


Mkl06 HB Hod 2 



TCP 

1983 


None 


USN 


Me 106 TP Hod I 



TCP 

1983 


None 


UEM 

Qpain 

Ruse, PD, HS57 and 

Rooeter, H12SAi 

100,000 

2.2 

m3 

Jul 80 

Borlova Sys. 6 Inst. 
Oorp. , Valley Stream 
NY 

NASD 

Dir, Defense 
Research 6 Bng. 

USA 


AV-ea Aircraft 


378 



HcDonneU Douglas 

None 


USN 


F/A-18 


140 



HcOonnsll Douglas 

None 


USN 

Saedsn 

Ribbon Bridge 

ft 

ft 

ms 

Jul 76 

Consolidated Diesel 
Blectric 

None 

Dir, DSAA 

' USA 
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gwng noi 

MtnrUnd 

nuaM 

mOMB 8P Bovltasr 
TXM-2 HlssiU 

Taimn r-5^ 

XUIX Rodwt M «P 

SiivOS Cailter Camon 
PKojectll* 

IbNl 

lSr-10S6 BP 

IlMlUnl 40Mi IQ03 Granate 

C6m Slng^nn) 

a.TSta Rocfcat 

"ountlng Kit Wihlcto fcr 
KM^Hlsstla Srstoa 

Air Itocfi Data 


CUAWmT 

72 

/11550 


12.000 

400 launcti 


242 

hpOOfyr 

2,726 


iWU* W31S PME 
illliona) " 

35® WO Itor 7C 


An ne/ 78/»i 

NOU 


__y.S. OOHPBWy 


third odoniri 

sales 


lloxthraivt^arMral Nona 

Blactrlc 

NcOomall Dwqlaa Nona 

Kollaman Inst. Co. 
Baythaon 


^whowl BEHVICB 

of DafOnaa obap 


308 

AaomS 

NOU 

Oct 80 

Northnoiv^janaral 

Blactrlc 

Nona 

Bac. of Dafanaa 

USAP 

128 

MOU 

1981 

BMn, NcLau^ln, 
Yort 

Nona 

Dir, OSM 

USA 

>17S 

mi 

Augr 64 

Aircraft 

Nona (Sam 
axceptlona 
to msi 


CBR 

667 

PHS 

73/79 

Horthrop/lSanaral 

Electric 

Nona 

Ur, OBMI 

USAP 

2.7 

fNS 

JUl 79 

Havel Amunltlon 
DBpOt, OR 

Nona 

Ur, OSAR 

CBN 

2.7 

ms 

Jul 79 


Nona 

Ur, OSAR 

CBN 


TCP 

1983 

mo, OR 

Nona 


CBN 


TOP 

1983 


Nona 


CBN 



PabTB 



Btata Oapt. Lattmr 


1.9 

.32 

ms 

1972 



1 • • 

CBR 

ms 

Bap 77 

•• 

Nona 

• 

Ur, tWA. 

CBR 


7W 1981 
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United 

Klngdcn 


TOW Roof Itounted Sight 


ouAirrm $* wide iiil i basis .. pajs.. 
(mllllonsffiJ 


Mki37 SRBOC L 
AV>8B Harrier 
KI(35 Safety Arm Device 
A1M-^L (See Italy) 

Nateriale for Ocean 

Surveillance Information One System 
System 

Cartridge, aOnm TO 550,0(W 


i'if 


n.s. coMWWt 


■iPP " ■ 

. 9« ■ W78 

l,50o|feij.-,ipj ' Jun 81 




Sep 84 I^e City AAP 


third oourriRir 

SALES 


5()|||/iai ' Oct 78 , Hughes Aircraft 'Yes 


1978 Hughes Aircn^t None 


APPROVAL SERVICE 


Dir, Defense 
Research i Bng. 


Dir, OSAA 
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